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EXECUTIVE SUMMARY 
M O U W  ELECTRIC COOPERATIVE 

DOCKET NO. E-01750A-11-0136 

This testimony addresses cost allocation and rate design for Mohave Electric Cooperative 

(“Mohave”) with an emphasis on the residential customer charge, the structure of the inclining 

block residential rate, residential time-of-use rate design, a demand-side management (“DSM) 

adjustor mechanism and a renewable energy adjustor mechanism. Staff recommends setting the 

residential customer charge at $12.00 per month as opposed to Mohave’s proposed $16.50 per 

month (as compared to a current residential customer charge of $9.50), increasing the differential 

among the “inclining” rate blocks in the residential rate, reflecting the inclining block structure 

in the purchased power component of the rate as well as the distribution component, modifying 

the peak hours in the residential time-of-use rate, incorporating an inverted block structure into 

the residential time-of-use rate, and establishing a DSM adjustor mechanism and a renewable 

energy adjustor mechanism. The Staff recommendations for a lower customer charge, increased 

inverted block residential rate differentials, and incorporation of the inclining block structure into 

the residential time-of-use rate help promote the efficient use of energy. 

Under S W  s proposal, the median residential customer using 637 kWh per month sees a 

monthly bill reduction of $1.44 (2.09% reduction). The bill for the median residential customer 

is $77.58 under present rates, and $75.96 under Staff-proposed rates. Under Mohave’s Proposal, 

the median residential customer using 637 kwh per month sees a monthly bill increase of $1 .SO 
(1.94% increase). The bill for the median residential customer is $79.08 under Mohave-proposed 

rates. 
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INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please state your name, occupation, and business address. 

My name is Bentley Erdwurm. I am a Consultant employed by the Arizona Corporation 

Commission (“Commission”) in the Utilities Division (,‘Staff“). My business address is 

1200 West Washington Street, Phoenix, Arizona 85007. 

Briefly describe your responsibilities as a Staff Consultant. 

I perform cost-of-service, rate design, economic, statistical and regulatory policy analyses 

and as an expert witness prepare reports and testimonies to present Staffs 

recommendations to the Commission. 

Please describe your educational background and professional experience. 

I earned my Master of Science in Economics from Texas A&M University, and my 

Bachelor of A r t s  from the University of Dallas. I have thirty years of utility experience in 

the areas of cost allocation and rate design, forecasting, valuation and fair market value 

determination, and utility acquisitions. I have testified before state regulators in Arizona, 

Texas and Alabama on these issues. I have been employed by the Public Utility 

Commission of Texas (1 982-85), Alabama Gas Corporation (1985-91), Tucson Electric 

Power Company (1991-99 and 2006-10) and Arizona Public Service Company (1999- 

2005). 

SUMMARY OF TESTIMONY AND RECOMMENDATIONS 

Q. What is the scope of your testimony in this case? - 
A. I will address issues related to cost allocation and rate design for Mohave Electric 

Cooperative (“Mohave”) with an emphasis on the residential customer charge, the 

structure of the inclining block residential rate, and time-of-use (“TOU”) rate design. I 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Direct Testimony of Bentley Erdwurm 
Docket No. E-01750A-11-0136 
Page 2 

will also address the establishment of a demand-side management (“DSM”) adjustor 

mechanism and a renewable energy adjustor mechanism. 

Q. 
A. 

Q. 
A. 

Have you reviewed Mohave’s cost allocation and rate design? 

Yes. 3 reviewed the testimony of Mohave’s witness, Mr. Michael W Searcy. Mr. Searcy 

has presented a traditional fully allocated cost of service study (“COSS”), along with 

Mohave’s proposed rate designs. 

Please summarize your recommendations in this proceeding. 

My recommendations are: 

1. Mohave’s non-residential rate design proposals should be approved, subject to 

adjustments for a final revenue requirement determination, an adjustment in the design 

of the Large Commercial and Industrial Time-of-Use (“TOU”) rate (which currently 

applies to sales amounting to only around 0.1% of revenue) to mitigate a large 

percentage impact under Mohave’s proposal, an adjustment to shift a small portion of 

the rate increase to larger non-residential customers and away from the residential 

class, and other minor changes to conform Staffs proof of revenue to the Staff 

recommended overall revenue levels. Staff has preserved the overall spirit of 

Mohave’s non-residential rate design through maintaining the relative levels of many 

rate components (i.e., the demand, energy and customer components). 

Recommended percentage revenue increases by class are shown in Exhibits DBE- 1 

and DBE-2 (more detail). Rate design detail and the proof of revenue are shown in 

Exhibit DBE-3, with residential rate impacts in Exhibit DBE-4. 
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2. Mohave’s proposal to increase the residential customer charge to $16.50 per month 

should be rejected. The residential customer charge should be set at $12.00 per month. 

The lower customer charge will promote the efficient use of scarce energy resources. 

Staff’s recommendation here is consistent with cost-of-service principles. StafT and 

Mohave have a different view of what should be classified as “customer-related” in a 

COSS. 

3. Staff proposes a modification in the inverted block structure (the price of incremental 

usage increases as usage increases) of the residential rate as proposed by Mohave. 

Under Stafr s modification, the differential between rate blocks increase (i.e., usage 

becomes relatively more expensive in the higher use blocks), which reduces bills to 

lower-use customers and increases bills to higher-use customers. This modification 

also enhances the incentive promoting the efficient use of energy resources, and makes 

a block of energy serving basic needs more affordable. In light of the larger 

differential, Staff recommends an inverted structure for both the purchased power 

component and the distribution component of the residential rate because the benefits 

of promoting efficient energy use apply to both components. 

4. Staff proposes that the number of peak hours in Mohave’s residential time-of-use rate 

be reduced. Typically, shorter peak periods are more effective at controlling 

coincident peak demand spikes in Arizona’s desert climate. 

5. Staff proposes that an inclining block structure also be incorporated into the residential 

time-of-use rate. This would prevent higher use residential customers from “gaming 

the system” by switching to time-of-use to avoid the inclining block structure in the 

regular non-TOU residential rate. 
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NON-IPESIDENTIAL RATE DESIGN 

Q* 

A. 

Please discuss your proposed adjustment to Mohave’s Large Commercial and 

Industrial Time-of-Use rate. 

Mohave has modified the Large Commercial and Industrial TOU rate to include both a 

demand charge applying only during the peak period (i.e., during the “on-peak” time-of- 

use hours) and a new “NCP” (non-coincident peak) demand charge that applies over all 

hours of the day. Currently, the rate only includes the on-peak demand charge, a customer 

charge and an energy charge. The current on-peak demand charge is $13.50 per kW- 

month and the Mohave-proposed on-peak demand charge is $23.00 per kW-month. 

Mohave has proposed a new NCP demand charge of $2.99 per month. The Company’s 

purpose in adding the NCP demand charge is to insure that all customers, even those using 

power primarily during off-peak periods, contribute to covering some demand-related 

costs. This helps eliminate what is referred to as a free-rider problem, and Staff agrees 

that two demand charges are appropriate. Moreover, having both an “on-peak” demand 

charge and an NCP demand charge is a more cost-based design that recognizes that 

“upstream77 costs (incurred closer to power generation and further from the end-use 

customer) are more driven by the level of “on-peak demand (system-wide coincident 

peaks) and “downstream” costs (incurred further from power generation and closer to the 

end-use customer) are more driven by NCP demand (localized non-coincident peaks). 

Mohave appropriately has proposed using its proposed “on-peak’’ demand charge to 

recover purchased power costs (upstream) and its NCP demand charge to recover 

distribution costs (more -downstream). The Staff proposal maintains this structure. 

Mohave’s approach would be reasonable for designing a new rate. However, this Large 

Commercial and Industrial TOU rate is an existing rate, and Mohave’s proposal results in 

a percentage revenue increase of over 40% to customers served thereunder. To address 
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the bill impact issue, Staff proposes an on-peak demand charge of $1  1.1 1 and an NCP 

demand charge of $3.08 per kW-month (to match many other Staff-proposed NCP 

demand charges (distribution portion) in the commercial-industrial rates), and plus 

customer charge and energy charge components as shown in Exhibit DBE-3. Staffs 

redesign of the rate results in a revenue increase of approximately 26%, still substantial 

but necessary to provide proper incentives. 

Subscription to the current rate is very low. During the test year, the rate accounted for 

only about 0.1% of system revenue. The substantial impact of Mohave’s proposed 

redesign indicates that current customers may have load profiles inconsistent with time-of- 

use. 

PERCENTAGE INCREASE FOR THE RESIDENTIAL CLASS 

Q- 

A. 

You indicated that a small portion of the rate increase has been shifted to non- 

residential customers and away from residential customers. 

The impact is small; however, in the current economic climate, Staff believes that the 

residential percentage increase should not exceed the system percentage increase, unless 

compelling cost considerations indicate otherwise. In this case, Mohave has proposed a 

residential percentage increase of 4.07% and an overall percentage increase of 3.94%. 

Staff has proposed a residential percentage increase of 3.81% and an overall percentage 

increase of 3.82%, essentially equal. The differences between Mohave’s and Staffs 

allocation of the revenue increase are minor, and there exists no practical reason that the 

residential percentage increase cannot be capped at the system increase. 
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ALLOCATED COST OF SERVICE STUDY 

Q. 

A. 

Please discuss the structure, purpose and some limitations of a fully allocated cost-of- 

service study. 

Cost allocation involves the assignment of joint costs of providing utility service to 

various classes or groups of customers. There is no single correct way to allocate these 

joint costs. In fact, there are multiple “reasonable” ways to use COSSs to assign revenues 

among customer classes, because there are multiple “reasonable” COSSs. 

Because the quest for cost-based rates can lead to a range of scenarios for revenue 

assignments among customer classes, other non-cost-of-service based criteria can (and 

should) be used to winnow out less beneficial options and to determine the best revenue 

allocation and rate design for a specific utility and its customers at a specific time. Other 

criteria (e.g., avoidance of adverse customer impact, potential loss of load from self 

generation or plant closure, potential job losses, economic development, or the promotion 

of renewable generation), in addition to cost of service considerations, may be considered 

to determine revenue allocation and rate design. The attainment of higher priority non- 

cost-of-service goals often trumps the strict application of any specific allocated cost-of- 

service study. A COSS serves as a guideline, not a straightjacket, in setting rates. . 

Utilities typically are required to file COSSs in an application to change rates. Such a 

study provides a cost basis and guideline for rate design. As mentioned, other studies may 

reasonably allocate costs differently - and could be used to construct quite different rate 

designs - however; the utility’s proposed COSS study, even if conflicting with the studies 

of other parties, allows a rate proposal to be characterized (at least by the utility) as cost- 

based. The purpose of a COSS is to assign each cost component to the respective classes 

in order to approximate (based on the COSS assumptions used) a total cost to serve each 
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class. A cost component may be: (1) an individual rate base or expense account; (2)  a 

portion of a single account, or (3) some composite of accounts. 

Q* 
A. 

Q- 
A. 

Please briefly describe the steps in a fully allocated cost-of-service study. 

There are three basic steps involved in developing a COSS: functionalization, 

classification, and allocation. Functionalization involves grouping cost components by 

purpose or function. Examples of functional categories for an electric utility include 

transmission, distribution-primary, metering, and meter-reading. The next step, 

classification, involves identifying each function as demand-related, energy-related or 

customer-related. The final step, allocation, involves apportioning each cost component to 

the classes of service (e.g., residential, commercial and industrial). 

Please describe how costs are classified for purposes of the COSS. 

Costs classified as demand are most affected by the level of kW by class. These dernand- 

classified costs are either coincident, meaning that they occur at the same time, or non- 

coincident, meaning at times that may vary. Coincident demands tend to be more 

correlated with cost at the production level. In other words, coincident demands address 

whether there is purchased power and generation capacity for a utility’s entire system 

needs. Consequently, non-coincident demands become more correlated with cost as we 

move downstream through the distribution system to the end-users. 

Costs classified as energy are most affected by kWh by class. The energy classification 

can be affected either by time-of-day (e.g., on-peak, shoulder-peak, and off-peak) or non- 

time-differentiated. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Direct Testimony of Bentley Erdwurm 
Docket No. E-01750-4-1 1-0136 
Page 8 

Finally, costs classified as customer are based on class customer counts - either non- 

weighted counts or weighted counts. Weighted counts take into account not just the 

number of customers but the level of costs imposed by the customers. In dealing with 

billing costs, for example, a residential customer may be defined as one “weighted 

customer” and an industrial customer that costs twenty times as much to meter would 

count as twenty “weighted customers”. A proper classification helps insure that 

deviations in sales due to conservation, economic conditions, or weather conditions do not 

result in significant over-recoveries or under-recoveries. 

Q. 
A. 

Please describe the allocation step in designing a COSS. 

As I stated above, allocation involves assigning each cost component to the different 

classes of service, including residential, commercial, industrial and lighting. Each 

function has a single allocation factor that applies to all cost components in that function. 

The allocation factor should be based upon an equitable method that harmonizes (to the 

extent possible) cost causation with the functional cost being considered. The purpose of 

a COSS is to assign each cost component to the respective classes in order to approximate 

an appropriate total cost to serve each class. As mentioned, specific cost allocation 

approaches may be disputed because there is often more than one reasonable way to 

allocate cost. As a general example, consider the cost to serve certain off-peak lighting 

customers. I f  we assign cost responsibility for certain items based on coincident peak 

demand, lighting customers may have zero use at the time of the system peak. Does that 

mean that lighting customers should contribute nothing for the use of facilities they only 

use during off-peak periods? That is, should lighting customers be free riders? There is 

no single correct way to allocate these joint costs. A simple non-utility cost allocation 

example involves the allocation of a cab fare between an airport and a hotel. If person 

“A” was willing to pay $15 for a cab ride alone, how much should “A” pay of the $15 if 
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Q. 

A. 

person “B” joins him? Should ‘’A” and “B” each pay half, $7.50, or should “A” pay the 

whole $15 because he had previously been willing to pay $15 to travel alone over the 

same route? Again, there is no single correct allocation approach. 

Does Staff agree with Mohave’s COSS methodology as presented in the testimony o€ 

Mohave witness, Mr. Michael W Searcy? 

It is not the position of Staff that Mohave’s proposed functionalization, classification, and 

allocation techniques used in its proposed COSS fall outside the bounds of standard 

industry practice, and for this reason Staff is recommending revenue increases similar to 

Mohave’s proposal, subject to being scaled down to conform with the final revenue 

requirement determination and shifting a small amount of the increase away from the 

residential class. However, Mohave’s use of the customer classification for distribution 

items separate from the functions of metering, meter-reading, the service drop, billing and 

customer service is not acceptable to Staff. 

CUSTOMER CHARGES - RESIDENTIAL AND SMALL COMMERCIAL 

Q. 
A. 

How does Mohave’s classification approach affect its rate design proposals? 

Mohave’s approach inflates its proposed residential customer charge to $16.50 per month, 

which is in excess of a more appropriate charge of $12.00 per month supported by Staff. 

When the customer classification applies to items other than metering, meter reading, the 

service drop, billing and customer service - the items most directly tied to establishing and 

maintaining a customer’s connection to the system - the resulting COSS-based customer 

charge increases and the COSS-based usage (volumetric) charge decreases. This creates a 

price signal that runs counter to encouraging the efficient use of electricity. The “law of 

demand” says that a lower incremental price of consumption (lower usage charge) could 

promote electric usage in excess of efficient levels (Le., lower price leads to higher 
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quantity demanded). Energy charges that are set too low fail to recognize costs associated 

with excessive energy consumption. 

The current customer charge is only $9.50 per month. Mohave notes that the current 

charge was established over twenty years ago, and that the annualized increase is 

reasonable. However, Staff contends that a customer charge is excessive if it collects 

substantially more than the amount necessary to establish and maintain a customer’s 

connection to the system. Based on Mohave’s response to a data request (Staffs sixth 

Data Request, Q. l), a monthly charge of $1 1.7 1 covers the metering, meter reading, the 

senice drop, billing and customer service. Moreover, an increase in the customer charge 

from $9.50 even to the Staff-proposed $12.00 represents a substantial impact to some 

customers. An increase from $9.50 to $16.50 (with no phase-in period) creates an 

unacceptable impact. Staffs recommendation to scale back Mohave-proposed customer 

charges applies also to the Residential Time-of Use rate. Staff recommends that the 

Residential Time-of-Use customer charge be kept at the current level of $15.00 per month, 

and not increased to $21.50 as proposed by Mohave. Likewise, Staff-proposed customer 

charges for Residential rates with lower subscription are set at the levels shown in Exhibit 

DBE-3. Because Small Commercial Energy and Small Commercial -Net Metering 

customer charges are based on residential charges, Staff proposes reducing the Small 

Commercial Energy customer charge from Mohave-proposed $21.50 per month to a Staff- 

proposed charge of $1 7.00. The Staff-Proposed Small Commercial-Net Metering 

customer charge is $18.50 per month, compared to the Mohave-proposed $30.00. 
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RESIDENTIAL INCLINING BLOCK RATE 

Q. 

A. 

Please discuss your recommendation for structuring of the residential inclining block 

rate and compare your recommendation to Mohave’s proposal. 

Under Staff‘s recommendation, the differentials between rate blocks is larger (i.e., usage 

becomes relatively more expensive in the higher use blocks), which lowers bills to lower- 

use customers and increases bills to higher-use customers. Staff is proposing a 1.5 cent 

differential between the first and second blocks and a 1.5 cent differential between the 

second and third blocks - for a total of a 3.0 cent differential between the first and third 

blocks. Mohave is proposing a 1.0 cent differential between the first and second blocks 

and a 1.0 cent differential between the second and third blocks - for a total of a 2.0 cent 

differential between the first and third blocks. Staffs proposed modification enhances the 

incentive promoting the efficient use of scarce energy resources, and makes a block of 

energy serving basic needs more affordable. 

Staff recognizes that larger differentials place more “distribution wires” revenue at risk. 

To the extent that customers respond to the inclining block rate, use per customer will fall. 

Under an inclining block structure, a utility will lose the highest margin load as second 

andor third block (higher usage blocks) usage declines. Other things constant, higher 

differentials can aggravate margin loss. For this reason, Staff recommends an inverted 

block structure for both the purchased power component and the distribution wires 

component of the residential rate. This is appropriate because the benefits of promoting 

efficient energy use apply to both components. Under Staffs proposal, 1.35 cents of the 

1.5 cent differential (90% of the differential) is applied to the purchased power 

component, and 0.15 cents (10% of the differential) is applied to the distribution wires 

component. The Staff proposal is a widwin for the promotion of efficient energy use, and 

for Mohave’s margin (wires revenue) stability. Mohave placed the entire differential 
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between blocks (1 cent escalation per block; 2 c e m  total differential between IS* and 3rd 

blocks) in the distribution wires component, thereby subjecting the utility to more 

potential margin loss than would exist under Staffs proposal. 

RESIDENTIAL TIME-OF-USE PEAK HOURS 

Q. 

A. 

Please discuss your recommendation for the peak hour definition for residential 

time-of-use rates and compare your recommendation to Mohave’s proposal. 

Mohave has proposed an Option 1, under which peak periods apply only to weekdays, and 

Option 2, under which peak periods apply for both weekdays and weekends. Currently, 

Mohave has a Residential TOU rate offering with weekends all off-peak and a nine-hour 

daily on-peak window. Subscription to the current rate is low. 

Mohave’s decision to offer both options is a positive move that could expand the appeal of 

the TOU options. Under Mohave’s proposed Option 1 (peak on weekdays only), Mohave 

has designated the summer (April 16-October 15) peak period as 12:OO p.m. (noon) to 

9:OO p.m. (9 hours). Under proposed Option 2, (peak applies weekdays and weekends), 

Mohave has designated the summer peak period as 2:OO p.m. to 8:30 p.m. (6.5 hours). 

Staff recommends that the summer peak period for both options end at 7:30 p.m., and that 

it begin no earlier than 1:OO p.m. for either option. Either 1:00 p.m. or 2:OO p.m. is an 

appropriate summer peak start time under either option. Under Staffs recommendation, 

the summer peak period will be 6.5 hours for a 1:00 p.m. peak start time, and 5.5 hours for 

a 2:OO p.m. peak start time. Staff realizes that weekday and weekend load profiles differ. 

If Mohave has some specific reasons for using different peak hours for Options 1 and 2, 

Mohave should provide testimony explaining those reasons. However, Staffs review of 

load profiles does not indicate that different peak hours are required. 
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Shortening the summer peak period: 

1. eliminates hours where the probability of a system peak (based on load data 

provided in response to S W s  Sixth Data Request, question 3) is significantly 

smaller than “super-peak” hours in which the peak occurs most often (2:OO 

p.m. to 6:OO p.m.), 

2. avoids overly long peak periods that can result in customers needlessly 

sacrificing comfort when power is not in critically short supply, 

3. avoids potential peaks that can result when customers who have shown 

restraint for six or more hours reason that an hour or two of higher peak usage 

has been earned by the sacrifice in the early hours, and 

4. makes the rate more attractive and could increase subscription. 

Time-of-use programs should not require needless sacrifice brought on by overly long 

peak periods. Arizona’s extreme desert climate is easier to bear if summer peak periods 

are kept short. Staff recommends acceptance of Mohave’s proposed winter peak hours 

(Option 1: 6:OO a.m. to 1O:OO a.m. and 5:30 pm. to 1O:OO p.m.; and Option 2: 6:30 a.m. to 

9:30 a.m. and 5:30 pm. to 9:OO p.m.). 

Staff notes that Mohave has attempted to use the same prices while adjusting the hours to 

account for differences in the number of peak hours in Options 1 and 2. Another approach 

would be to use the same peak hours for both options (except for weekday and weekend 

differences) and change the prices. 
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RESIDENTIAL TIME-OF-USE INCLINING BLOCK RATE 

Q. 

A. 

Please discuss your recommendation to incorporate an inclining block provision into 

Mohave’s residential time-of-use rates. 

This would prevent higher use residential customers from “gaming the system” by 

switching to time-of-use to avoid the inclining block structure in the regular non-TOU 

residential rate. The inclining block structure could be implemented simply by applying a 

first block adder to first block kWh (la 400 kWh), a second block adder to second block 

kWh (next 600 kwh), and a third block adder to third block kWh (over 1000 kWh). The 

first block adder will reduce the effective kWh charge in that block (it will be negative). 

The second block adder will equal the first block adder plus 1.5 cents and the third block 

adder will equal the second block adder plus 1.5 cents. The goal is to send a price signal 

that will promote the efficient use of energy. 

DSM ADJUSTOR MECHANISM 

Q. 

A. 

Piease discuss your recommendation for a DSM adjustor mechanism? 

Mr. Searcy indicates on page 15, lines 1-7, of his direct testimony that Mohave intended to 

file a separate request for recovery of DSM expenses through a DSM adjustor, and that 

DSM related expenses have been removed from adjusted test-year expenses. On June 1, 

201 1, Mohave filed its proposed 2012-13 demand-side management and energy efficiency 

(“EE”) implementation plan in Docket No. E-0 1750A- 1 f -0228, pursuant to the Electric 

Energy Efficiency Standards (“EEE rules”). Mohave included a request for approval of a 

DSM adjustment tariff within that filing. Staff recommends that a DSM adjustment 

mechanism be established within this rate case, with the initial adjustor rate to be 

approved by the Commission in Docket No. E-01750A-11-0228. 
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Staff believes that a DSM adjustor mechanism will provide flexibility to adjust the level of 

DSM spending as new programs are addeddeleted and current programs are adjusted 

between rate cases, while also providing timely recovery of DSM costs. Separating DSM 

costs from other costs included in base rates promotes transparency and allows customers 

to see the costs of the DSM programs. Also, separating DSM costs from other costs 

provides Mohave the incentive to initiate programs at any time; Mohave need not wait for 

a rate case. Finally, separating DSM costs from other costs protects customers from 

paying DSM costs not actually incurred by Mohave. 

Q. 
A. 

Q- 
A. 

What costs should be recoverable through the DSM adjustor mechanism? 

Recoverable costs should include DSM costs and related costs prudently incurred by 

Mohave for Commission-approved DSM programs and activities. Allowable costs 

include costs for rebates and other incentives, including rebate processing; training and 

technical assistance, customer education, program planning and administration, program 

implementation, marketing and communications, monitoring and evaluation, and baseline 

studies. 

How would the DSM adjustor mechanism rate be applied to customer bills? 

The DSM adjustor mechanism rate would be assessed on a per-kWh basis and would be 

shown as a separate line item on the customer bills. The bill would show the unit charge 

and the number of kwh to which the charge applies. In the event that kWh is not metered 

(e.g., lighting), imputed kwh would be used for the adjustment, and the bill presentation 

may vary. 
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Q. 

A. 

When would the DSM adjustor be reset? 

The DSM adjustor mechanism rate would be reset after Commission approval of each 

Mohave DSM and EE implementation plan. The EE rules require an implementation plan 

to be filed by June I in every odd year, although the utility has the option to file annually. 

In years when the utility does not file an implementation plan, Mohave could file an 

application for a change in the adjustor rate. 

RENEWABLE ENERGY ADJUSTOR MECHANISM 

Q. 
A. 

Q. 
A. 

Please discuss your recommendation for a renewable energy adjustor mechanism. 

Mohave currently has a Renewable Energy Standard Tariff. Staff recommends that the 

tariff become an adjustment mechanism. The adjustor rates should be the same as 

contained in the tariff, including caps. The rates and caps would be reset only after 

Commission approval of a renewable energy implementation plan or a separate 

application to revise the rates or caps. 

Does this conclude your direct testimony? 

Yes, it does. 
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EXECUTIVE SUMMARY 
MOHAVE ELECTRIC COOPERATIVE 

DOCKET NO. E-01750A-11-0136 

This surrebuttal testimony addresses issues related to cost allocation and rate design for 

Mohave Electric Cooperative (“Mohave”) that were addressed by Mohave’s witness, Mr. 

Michael W. Searcy, in his rebuttal testimony. Staff recommends the following: 

0 

0 

The standard residential customer charge should be set at $13.50 per month. 

The peak period recommendations for residential time-of-use as presented in Mr. 

Searcy’s rebuttal testimony and the winter peak definition from Mr. Searcy’s direct 

testimony should be approved. 

Mohave’s proposed inverted blocking structure for residential time of use should be 

approved, subject to the condition that the cents per kWh block differential matches the 

block differential approved for the regular residential rate. 

There should be a $5.00 differential between the customer charges of the standard 

residential rate and the residential time-of-use rates. 

The existing Large Commercial and Industrial Time-of-Use rate schedule should be 

frozen for new customers. The frozen rate should be eliminated in Mohave’s next general 

rate case. 

0 

0 

0 
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INTRODUCTION 

Q* 
A. 

Q. 

A. 

Q* 
A. 

Please state your name, occupation, and business address. 

My name is Bentley Erdwurm. I am a Consultant employed by the Arizona Corporation 

Commission (“Commission”) in the Utilities Division (“Staff‘). My business address is 

1200 West Washington Street, Phoenix, Arizona 85007. 

Did you also prepare pre-filed direct testimony in this proceeding on behalf of the 

Commission Staff? 

Yes. 

What is the scope of this testimony? 

I will address issues related to cost allocation and rate design for Mohave Electric 

Cooperative (“Mohave”) that were addressed by Mohave’s witness, Mr. Michael W. 

Searcy, in his rebuttal testimony. Areas that I address include (1) residential rate design 

(the residential customer charge and inclining block rate structure), (2) the residential 

time-of-use (“TOU”) rate design, (3) customer charges applicable to other sub-classes of 

customers that are tied to the residential and residential time-of-use customer charges, and 

(4) the design of the Large Commercial and Industrial Time-of-Use (“LC&I TOU”) rate. 

RESIDENTIAL RATE DESIGN 

Q. Please discuss your recommendations related to the residential customer charge and 

residential rate design, detailing how they compare to Mr. Searcy’s 

recommendations and to your recommendations in direct testimony. 

Staff modifies its recommendation for the standard residential customer charge, increasing 

the Staff-proposed charge to $13.50 per month, as opposed to the $12.00 charge 

recommended in my direct testimony. Mr. Searcy proposed a $16.50 charge in his direct 

A. 
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testimony, and has recommended an escalatin charge in his rebuttal testimony. Mr. 

Searcy’s rebuttal proposal escalates the customer charge fi-om an initial $12.00 (to match 

the recommendation fiom Staff’s direct testimony) to $16.50 by November 2014. The 

current residential customer charge is $9.50 per month. Staff does not support the phase- 

in of a residential customer charge in excess of $13.50 in advance of Mohave’s next 

general rate case. A phase-in rate would be administratively burdensome, and Mohave 

would be required to provide notice to its customers for each rate adjustment. Moreover, 

phase-in of increased customer charges would require simultaneous decreases in kwh 

(energy) charges to conform to the approved revenue target, unless Mohave would opt to 

accept the lower kWh charges from the point of rate implementation. 

Staff maintains its direct testimony recommendation for an inclining block rate design 

with a 1.5 cent (1 5 mills) escalation in the price per kWh between the rate blocks, and Mr. 

Searcy indicates in his rebuttal testimony that the 1S mill block differential is acceptable 

to Mohave. The inclining block structure, characterized by unit prices rising with usage 

levels, helps mitigate bill impacts for customers with “basic needs” usage levels and 

encourages the prudent and economic use of scarce resources. 

Mr. Searcy implies that Stafl’s residential customer charge recommendation in direct 

testimony was driven solely by bill impact considerations and that Staff seeks to modify 

the cost of service study to justify the customer charge recommendation (Searcy Rebuttal, 

page 16 line 37 through page 17 line 4). On the contrary, Staffs customer charge 

recommendation was driven by a costing methodology restricting the customer-related 

classification to metering, meter-reading, the service drop, billing and customer service. 

Customer impact may place an upper limit on customer charge increases. 
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Q* 

A. 

Why is Staff now recommending a higher residential customer charge of $13.50, as 

opposed to the $12.00 supported in direct testimony? 

Staff believes that a $13.50 monthly residential customer charge - while in excess of the 

levels associated with metering, meter-reading, the service drop, billing and customer 

service - is reasonable given Mohave’s acceptance of the inclining rate structure with a 15 

mill block differential. In effect, the customer charge and the block structure are a 

“package deal.” Additionally, Mr. Searcy has described how a less dense system 

(typically a more rural service territory) must install poles, wire and transformers that may 

serve only a few customers, and that some minimum size of poles and wire and 

transformer must be used. This is a valid observation when customers are in isolated 

areas. Mr. Searcy explains why he believes that a customer component related to poles, 

wires and transformers is necessary for this less dense system. Staff believes thatfor some 

utilities, circumstances may justify some customer component for poles, lines and 

transformers in its cost study; however, the magnitude of the customer component for 

these items has not been supported for Mohave in this proceeding. Even in rural systems, 

not all customers are isolated, and the rationale for a customer-related classification for 

poles, lines and transformers may be non-existent for these customers. To the extent that 

the number of customers in dense areas is higher than the number of customers in isolated 

areas, the magnitude of the customer-related component for poles, lines and transformers 

will be reduced or eliminated. Are isolated customers the exception or the rule on the 

Mohave system? More study is required. 

Given that higher customer charges may have adverse bill impacts on bills for “basic 

needs” levels, and may be contrary to providing incentives supporting the prudent use of 

energy, Staff contends that the default position in future Mohave rate cases should be that 
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no portion of poles, lines and transformers is classified as customer-related without some 

study supporting the magnitude of customer component. 

Mr. Searcy has noted in his direct testimony and Staff here acknowledges that Decision 

No. 71230 included language that customer service costs include “the customer 

component of distribution line expense, a portion of transformer expense, [in addition to] 

the meter, service drop expense and meter reading and customer records expenses.” 

However, Decision No. 71230 appIied to Trico, not to Mohave and not to other utilities. 

Staff contends that the aforementioned “customer component of distribution line expense” 

is for many utility systems - especially denser systems - more phantom than substance. 

Staff notes that utilities - both those with more dense territories and those with less dense 

territories - typically view rate stability as desirable, that higher residential customer 

charges typically promote rate stability, and that higher residential customer charges may 

be supported, rightly or wrongly, through classifying as customer-related a portion of 

poles, lines and transformers. Any use of a customer classification for poles, lines and 

transformers must be justified, and regardless of the results of the cost study, the 

Commission is not compelled to base any specific class rate design solely on the cost 

study. Staffs direct testimony discusses other criteria that can influence rate design. 

Mohave is characterizing the implementation of a residential customer charge less that 

$16.50 as placing it at risk for not recovering fixed costs. Clearly, revenue stability is 

enhanced when customer charges are used to collect a larger percentage of revenue 

(assuming the typical situation where the number of customers varies less than demand or 

energy billing determinants). However, just as Mohave contends that customer charge 

levels should not be driven predominately by customer impact considerations; Staff 
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contends that these charges should not be driven predominately by revenue stability 

considerations. 

RESIDENTIAL TIME-OF-USE 

Q. 
A. 

Q. 

A. 

Please discuss your residential time-of-use recommendations. 

The residential time-of use rate design involves several issues where Staffs arid Mohave’s 

recommendations differed in direct testimony. The key issue for Staff raised in direct 

testimony was the length of the summer peak period. Specifically, Staff recommended 

that the summer peak period contain fewer hours than proposed by Mohave in direct 

testimony. Mr. Searcy in his rebuttal testimony modified his summer peak hour definition 

to be closer to Staffs recommendation. This resolution now allows Staff to recommend 

acceptance of other residential time-of-use rate features proposed by Mohave, including 

the specifics of the inclining rate structure and the customer charge differential relative to 

the standard residential time-of-use rate. 

Please discuss the length of the summer peak period in the residential time-of-use 

rate. 

The Staff recommended in its direct testimony that the number of peak hours in Mohave’s 

residential time-of-use rate be reduced. Typically, shorter peak periods are more effective 

at controlling coincident peak demand spikes in Arizona’s desert climate. 

Additionally, Mohave has proposed two residential time-of-use options: one option 

(Option 1; peak on weekdays only) restricts peak hours to weekdays (Monday-Friday) 

only, and the other (Option 2; peak applies to weekdays and weekends) includes both 

weekday and weekend peak hours. Customers would be able to choose which time-of-use 

option they want. Staff in direct testimony supported the use of the same peak hours in 
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both options, with the rates differentiated by pricing. Mohave supported a shorter peak 

period for the weekend option so that they could publicize the weekend option as having 

the same number of peak hours in the week. Mohave believes that customers would be 

more accepting of the Option 2 rate (peak applies to weekdays and weekends) if the 

number of peak hours under Option 2 does not exceed the Option 1 rate (where peak 

applies to weekdays only). That is, customers may focus more on the peak period 

definition than on pricing details. Staff agrees that this is a reasonable argument and 

recommends that the Comissjon approve differing peak periods for Options 1 and 2 as 

recommended in Mr. Searcy’s rebuttal testimony. 

For Mohave’s proposed Residential time-of-use Option 1 (peak on weekdays only), 

Mohave in direct testimony designated the summer (April 16-October 15) peak period as 

12:OO p.m. (noon) to 9:OO p.m. (9 hours). Under proposed Option 2, (peak applies 

weekdays and weekends), Mohave in direct testimony designated the summer peak period 

as 2:OO p.m. to 8:30 p.m. (6.5 hours). Staff in its direct testimony recommended that the 

summer peak period for both options end at 7:30 p.m., and that it begin no earlier than 

1 :00 p.m. for either option. Either 1 :00 p.m. or 2:OO p.m. is an appropriate summer peak 

start time under either option. Staff’s primary aim in direct testimony was to reduce the 

length of the summer peak period. 

Mr. Searcy in rebuttal for Mohave presented a compromise position that shortened the 

summer peak period for both residential time-of-use Options 1 and 2. Mohave’s revised 

proposal for Residential time-of-use Option 1 (peak on weekdays only) designates the 

summer (April 16-October 15) peak period as 12:OO p.m. (noon) to 7:30 p.m. (7.5 hours). 

Revised proposed Option 2, (peak applies weekdays and weekends), designates the 

summer peak period as 2:OO pm. to 7:30 p.m. (5.5 hours) (Searcy rebuttal testimony page 
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24, lines 2 1-29). The shorter peak periods are appropriate and Staff supports Commission 

approval of Mohave’s peak period recommendations as presented in Mr. Searcy’s rebuttal 

testimony. Mohave’s proposed winter peak definition from Mr. Searcy’s direct testimony 

is acceptable to Staff. 

Q. 
A. 

Please discuss the inclining block rate structure in the residential time-of-use rate. 

In direct testimony, Mohave recommended an inclining block structure allowing more 

TOTAL kWh in the lower (and less expensive) blocks than the level of kwh allowed in 

lower blocks in the regular residential rates. Staff in direct testimony recommended an 

“adder” of ‘‘x cents” per kWh applicable to the first 400 kWh of monthly usage (which 

first-block adder would result on a credit per kWh for the 1’‘ 400 kWh of monthly usage), 

an adder of “x+$0.015” per kWh for the next 600 kwh, and an adder of “x+$0.0307’ per 

kWh for the consumption in excess of 1000 kwh (which third-block adder would result on 

a credit per kWh for the lSt 400 kWh of monthly usage). Staffs design from direct 

testimony best mimics the inclining block mechanism of the regular residential rate in that 

a time-of use customer buys the same number of kWh in a block as a regular residential 

customer. In contrast, Mohave’ s proposed inverted block structure offers first block 

pricing for both the first 400 kWh of monthly on-peak kWh and for the first 400 kWh of 

monthly off-peak kwh. As such, a customer could purchase more than 400 kWh of total 

(peak and off-peak combined) first block (lower priced) kWh. Mohave’s proposal to offer 

more lower-priced, lower-block kWh to time-of-use residential customers makes time-of- 

use more attractive to potential subscribers, especially higher-use customers who 

otherwise would purchase a significant portion of energy in the more expensive third 

block of the regular (non-time-of-use) residential rate. The appeal of the time-of-use rate 

to higher-use customers is further enhanced because these customers have more end-uses 

(e.g., pool pumping or significant air conditioning use) that can be curtailed in whole or in 
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Q- 

A. 

part, and more potential for load shifting. Providing incentives for high-use customers to 

move load away from peak periods benefits all customers on the system. 

Staff realizes that Mohave’s proposed blocking mechanism is simpler and easier to 

explain to customers than the blocking mechanism presented in the Staff direct testimony. 

Staff is persuaded that Mohave’s position on the inclining block mechanism is preferred to 

S taF  s direct testimony position on residential time-of use blocking. Mohave’s blocking 

design makes the residential time-of-use program more attractive to potentid subscribers, 

and will promote subscription of a program that benefits all customers by reducing energy 

use at peak times. Staff recommends approval of Mohave’s inverted blocking structure 

subject to the condition that the cents per kWh block differential will match the block 

differential approved for the regular residential rate (which under Staffs proposal is 15 

mills per kWh (1.5 cents per kwh) between adjacent blocks, for a total differential of 3.0 

cents per kWh). 

Please discuss Mohave’s proposed $5.00 differential between the customer charge in 

the standard residential rate and the customer charge in the residential time-of-use 

rate. 

Staff recommended in direct testimony that the customer charge differential be set at 

$3 .OO (i.e., the time-of-use customer charge exceeds the regular residential customer 

charge by $3.00). However, further review of differential in the costs of specific meters 

used by Mohave ($125 for the standard residential meter vs. $449 for the meter for time- 

of-use installations) plus Mohave’s documentation of additional costs related to time-of- 

use for customer service, installation, meter reading, billing and accounting indicates that 

the $5.00 differential is cost-justified. In conjunction with other promotional features of 

the time of use program (such as availability of two residential time-of-use options and 
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time-of use customers’ ability to purchase more lower block, less expensive energy), Staff 

is satisfied that subscription to and acceptance of the time-of-use program should not be 

adversely affected by the larger $5 .OO differential. Therefore Staff recommends approval 

of a $5.00 differential between the customer charges of the standard residential rate and 

the residential time-of-use rates. 

LARGE COMMERCIAL AND INDUSTRIAL TIME-OF-USE RATE DESIGN 

Q* 

A. 

Please discuss your recommendation for the Large Commercial and Industrial Time- 

of-Use (“LC”& “I TOU”) rate. 

During the test-year, the existing LC&I TOU rate served three customers around 565,000 

kwh. To put this in perspective, a large residential customer averaging 3,000 kWh per 

month would use 36,000 kWh in a year, and the annual consumption of the three LC&I 

TOU customers would equate in usage to only 16 of the large residential customers. 

Viewed another way, LC&I TOU revenue in the test year was less than one part out of a 

thousand in Mohave system revenue. Finally, the three test-year LC&I TOU customers 

have significantly different load profiles than typical Large Commercial and Industrial 

customers on the Mohave system. 

As explained in Staff direct testimony, Mohave’s proposed revision to the LC&I TOU rate 

as presented in Mr. Searcy’s direct testimony is well-reasoned and cost-based. The 

Mohave proposal here is a huge improvement over the existing design of the LC&I TOU 

rate. Under the existing design, LC&I TOU customers can avoid contributing for 

capacity-related facilities by controlling their peak demand (highest kW) during the on- 

peak period. While shifiing load from on-peak periods to off-peak periods provides 

benefits to the system, off-peak users must still contribute for downstream costs that their 
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off-peak load helps create. Otherwise, the off-peak user “free rides” on the system and 

other customers must pick up costs created by the free rider. 

Moving from the existing LC&I TOU rate to Mohave’s proposed LC&I TOU would result 

in a bill increase of over 40% to existing LC&I TOU customers. Staff in direct testimony 

focused on mitigating this percentage increase, and recommended an LC&I TOU rate with 

an on-peak demand charge of $1 1.1 1 per kW-month, substantially lower than Mohave’s 

proposed $23 .OO per k%’-month. This change reduced the percentage increase to the three 

existing LC&I TOU customers to around 27%. 

In retrospect, the substantial reduction in the on-peak demand charge will mean that 

subscribers to LC&I TOU will pay too little for service relative to other customers, which 

is unfair to the other customers. If such a non-compensatory LC&I TOU rate were 

approved and implemented, substantial LC&I load could migrate to the time-of-use 

option, and more customers and larger loads would seek to have the windfall 

grandfathered for as long as possible. Initially, Mohave could suffer substantial margin 

losses, and over the longer run (after Mohave’s next rate case) other customers could be 

burdened with the costs imposed by LC&I TOU customers because of the potential the 

windfall could be grandfathered. 

Staff believes a simple and fair solution is to grandfather the three existing LC&I TOU 

customers (customers must be on the rate as of March 1, 2012) onto a frozen LC&I 

TOU(F) rate with the $11.11 on-peak delnand charge (the Staff direct LC&I TOU rate 

conformed to a minor system revenue change), as shown in Exhibit DBE-3. Staff 

proposes that the fiozen rate be eliminated in Mohave’s next general rate case. The three 
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customers on the frozen rate would then need to choose between the regular LC&I rate 

and the LC&I TOU rate (the rate generally available). 

StafT opposes Mohave's recommendation in rebuttal to phase-in higher on-peak demand 

charges for the three existing LC&I customers. The impact on Mohave's revenue is trivial 

and could not justify the administrative burdens of the phase-in. 

SUMMARY OF RECOMMENDATIONS 

Q. 
A. 

Q. 
A. 

Please summarize Staffs surrebuttal recommendations. 

Staffs recommendations are the following: 

The standard residential customer charge should be set at $13.50 per month. 

The peak period recommendations for residential time-of-use as presented in Mr. Searcy's 

rebuttal testimony and the winter peak definition from Mr. Searcy's direct testimony 

should be approved. 

Mohave's proposed inverted blocking structure for residential time of use should be 

approved, subject to the condition that the cents per kWh block differential matches the 

block differential approved for the regular residential rate. 

There should be a $5.00 differential between the customer charges of the standard 

residential rate and the residential time-of-use rates. 

The existing Large Commercial and Industrial Time-of-Use rate schedule should be frozen 

for new customers. The frozen rate should be eliminated in Mohave's next general rate 

case. 

Does this conclude your surrebuttal testimony? 

Yes, it does. 
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iEFF HATCH-MILLERy Chairman 
WILLIAM A. MUNDELL 
MARC SPITZER 
MIKE GLEASON 
KRISTIN K. MAYES 

Rv THE MATTER OF THE APPLICATION OF 
ARIZONA ELECTRIC POWER COOPERATIVE, 
[NC, FOR A RATE INCREASE. 

N THE MATTER OF THE APPLICATION OF 
SOUTHWEST TRANSMISSION COOPERATIVE, 
NC., FOR A RATE INCREASE. 

DATE OF HEARING: 

?LACE OF HEARING: 

QDMINISTRATNE LAW JUDGE: 

WPEARANCES: 

* * * * 

DOCKET NO. E-O1773A-04-0528 

DOCKET NO. E-041 00A-04-0527 

DECISION NO. 68071 

OPINION AND ORDER 

April 14,2005 

Tucson, Arizona 

Jane L. Rodda 

Michael M. Grant, Gallagher & Kennedy, 
PA, on behalf of Arizona Electric Power 
Cooperative, Inc.; 

Michael A. Curtis, Curtis, Goodwin, 
Sullivan, Udal1 & Schwab, PLC, on 
behalf of Mohave Electric Cooperative, 
hc. ;  

Christopher Hitchcock, Law Offices of 
Christopher Hitchcock, for Sulphur 
Springs Valley EIectric Cooperative; 

John Leonetti, in propera persona; and 

Timothy Sabo and Diane Targovnik, 
Commission Legal Division for the 
Utilities Division. 
* * * * * 

Having considered the entire record herein and being fully advised in the premises, the 

Commission finds, concludes, and orders that: 

FINDINGS OF FACT 

1. On July 23, 2004, Arizona Electric Power Cooperative, Inc. (“AEPCO” or 
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‘Cooperative”) filed an Application for General Rate Increase. 

2. AEPCO is a nonprofit member owned cooperative that provides power generation 

service to six Class A member distribution cooperatives. The distribution cooperatives provide 

Aectricity at retail to their member owners. Prior to 2001, AEPCO provided both generation and 

transmission service to its members. In Decision No. 63868 (July 25, 2001) the Commission 

approved the reorganization of AEPCO into three separate and affiliated cooperatives: AEPCO 

provides generation; Southwest Transmission Cooperative Inc. (‘‘SWTC”) provides transmission; and 

Sierra Southwest Cooperative (“Sierra”) provides wholesale marketing and support services to 

AEPCO and SWTC. 

3. AEPCO’s Class A members are Anza Electric Cooperative, Inc. (“Anza”), located 

entirely in California; Duncan Valley Electric Cooperative, Inc. (“DVEC”), located partially in New 

Mexico; Graham County Electric Cooperative, Inc. (“GCEC”); Sulphur Springs Valley Electric 

Cooperative, Inc. (“Sulphur Springs”); Trico Electric Cooperative, Inc. (“Trico”); and Mohave 

Electric Cooperative, Inc. (“Mohave”). Currently, Mohave is a partial requirements member, and 

Sulphur Springs is in the process of converting to a partial requirements member.* Partial 

requirements members contract with AEPCO to h i s h  only a portion of its retail electricity 

requirements and must plan for and secure the balance of its generation needs from either AEPCO or 

another generator. All other Class A members are full requirements members which means they 

obtain all of their generation service from AEPCO. 

4. On August 27, 2004, Commission Utilities Division Staff (“Staff”) notified AEPCO 

that its Application met the sufficiency requirements of A.A.C. R14-2-103. Staff classified AEPCO a 

Class A utility. 

5 .  Counsel for AEPCO and Staff requested a Procedural Conference prior to the Hearing 

Division issuing its Procedural Order setting the matter for hearing. Pursuant to Procedural Order 

dated September 3, 2004, a Procedural Conference was held on September 9, 2004. AEPCO 

’ On the same date, its affiliate, Southwest Transmission Cooperative, Inc. (“SWTC”) filed a rate application (Docket No. 

* For purposes of the application, Sulphur Springs is treated as a full requirements customers because it was during the 
test year and it is unknown when the necessary approvals will be obtained to convert to a partial requirements member. 

E-041 00A-04-0527). 
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requested an expedited schedule for filing testimony and conducting the hearing based on the 

Commission’s prior indication that it would be flexible when considering rate applications from 

;ooperatives, and upon the allegation that AEPCO was losing money and would be in technical 

default of financial ratios set by its lenders. Staff opposed the expedited schedule because the issues 

in this case are potentially complex and Staff wanted to be sure that all issues received adequate 

analysis. Staff claimed it needed the full 180 days allowed under Commission Rules for Staff to file 

testimony in a Class A utility rate case. In addition, Staff requested that the AEPCO and SWTC rate 

3pplications be consolidated on the grounds that they are affiliates and there will be issues and 

witnesses in common which favor consolidation. Staff feared that if the records were not 

:onsolidated, one or the other might be incomplete. AEPCO and SWTC opposed consolidation, 

believing that it might lead to confusion. 

6. By Procedural Order dated September 15, 2004, the Commission denied the request 

For an expedited schedule. The applications are the first rate cases for AEPCO and SWTC since the 

restructuring, and the Commission found that the need for a thorough analysis outweighed the request 

for expedited treatment. In addition, because the applications involve affiliates and their rate cases 

will involve several inter-related issues, the Commission consolidated the matters for hearing. 

7. The September 15, 2004, Procedural Order established deadlines for filing testimony 

and set the hearing to commence April 14,2005, at the Commission’s offices in Tucson, Arizona. 

8. On January 11, 2005, AEPCO filed a Notice of Filing that indicated it had mailed 

notice of the hearing to its members and customers and had caused the notice of the hearing to be 

published in newspapers and in the newsletters of its member distribution cooperatives, as required 

by the September 15,2004, Procedural Order. 

9. Intervention was granted to Mohave on November 2, 2004; to Sulphur Springs on 

January 25,2005; and to John T. Leonetti, a resident in Trico’s service territory, on March 10,2005. 

10. With its Application, AEPCO filed the direct testimony of Dirk Minson, AEPCO’s 

Chief Financial Officer; Gary Pierson, Manager of Financial Services for Sierra and who provides 

treasury, cash management, risk management and rate desigdimplementation functions for AEPCO; 

Stephen Daniel, the Executive Vice President of GDS Associations, a consultant for AEPCO who 

u 
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.estified about cost allocation methodology; and William Edwards, an economist and Vice President 

if Regulatory Affairs for the National Rural Utilities Cooperative Finance Corporation (“CFC”). 

Pursuant to the September 15, 2004 Procedural Order, Staff filed the direct testimony of Crystal 

3rown, Alejandro Ramirez, Barbara Keene and Jerry Smith on February 23, 2005. On March 16, 

2005, AEPCO filed the rebuttal testimony of Messrs. Minson and Pierson. On April 4, 2005, Staff 

filed the surrebuttal testimony of Ms. Brown, Ms. Keene and Mr. Ramirez. 

% 11. The hearing convened as scheduled on April 14, 2005, before a duly authorized 

4dr;zinistrative Law Judge. 

12. AEPCO, Staff, Mohave and Mr. Leonetti filed Closing Briefs. 

13. In the course of this proceeding the Commission received at least 23 letters and phone 

:alls from customers of the distribution cooperatives in opposition to the proposed increase. 

14. In the test year ended December 31, 2003 (“Test Year”), according to Staff, AEPCO 

lad Adjusted Operating Revenue of $138,919,725, resulting in Adjusted Operating Income of 

E10,425,443. AEPCO had a margin loss of $711,329, and its Debt Service Coverage Ratio (“DSC”) 

lad slipped to 0.70, below the Rural Utilities Service (“RUS”) mortgage minimum requirement of 

1.0. AEPCO suffered another operating loss in 2004, and is no longer in compliance under the terms 

3f its mortgage or pursuant to the rules of the RUS, primarily 7 CFR 1710.114. At the end of the 

rest Year, AEPCO’s equity comprised 4.8 percent of its capitalization, but continued losses have 

caused its equity to drop to approximately 3 percent. 

15. AEPCO blamed the poor operating results in the Test Year and subsequently on higher 

delivered coal and natural gas costs, increased maintenance costs associated with an aging generation 

plant at the Apache Generating Station, and necessary capital additions 

to meet load growth on the Class A members’ distribution systems. 

16. AEPCO’s current rates for Class A members were authorized in Decision No. 58405 

(September 3, 1993) and Decision No. 62758 (July 22, 2000). Decision No. 58405 authorized a 

Times Interest Earned Ratio (“TIER”) of 1.05 and a DSC of 1.0 to provide a 12.96 percent rate of 

return on rate base. Decision No. 62758 authorized the Cooperative’s competitive transition charge. 

17. In its application, AEPCO sought approval for annual revenues of $146,061,466, an 

I) 
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ncrease of $7,141,741, or 5.14 percent over Staffs adjusted Test Year revenues. According to the 

Zooperative, its request would have produced an operating margin of $16,422,692, a net margin of 

;3,922,406, TIER of 1.29 and DSC of 1.05. The Cooperative calculates TIER and DSC using the 

;ame formula as the RUS, which includes Eon-operating revenue. In its application, the Cooperative 

lad claimed an adjusted rate base of $222,147,01 I ,  and its requested increase would have resulted in 

1. rate of return of 7.39 percent. 

18. In surrebuttal, Staff recommended a revenue requirement of $148,397,723, an increase 

If $9,477,998, or 6.82 percent over Test Year adjusted revenues. Staffs recommended revenue level 

vould yield an operating margin before interest of $19,903,441, a 10.5 percent rate of return on an 

xiginal cost rate base of $189,637,810, and provide a 1.50 TIER and a DSC of 0.99. The formula 

hat Staff utilizes to calculate DSC does not include non-operating income and results in a more 

:onservative calculation. 

19. After reviewing Staffs direct and surrebuttal testimony, AEPCO revised its revenue 

.equest in its rejoinder testimony, and even further by the date of the hearing. As its final position, 

4EPCO sought a total revenue requirement of $152,279,043. In addition AEPCO agreed to all of 

Staffs recommendations on rate base. Staff and AEPCO agreed that because of its cooperative 

;tructure, cash flow and debt coverage ratios were more relevant to determining AEPCO’s required 

pevenue requirement than the rate of return on rate base. Thus, at the hearing, Staff and AEPCO 

agreed that to generate sufficient cash flow for debt service, to meet its capital investment needs and 

to increase its equity, AEPCO should be authorized a revenue increase of $13,359,3 18, or 9.6 percent 

€or a total revenue requirement of $152,279,043. 

20. AEPCO proposed that in order to come back into compliance with its mortgage 

requirements and to minimize the impact of the revenue increase, $10,75 1,925 of the increase should 

become effective immediately, and that the remaining $2,607,393 of the increase should be phased in 

over the following two years. The first phase of the rate increase would yield a TIER of 1.59 and a 

DSC of 1.04 (utilizing Staffs calculation methodology), and would result in a rate of return of 11.17 

percent on adjusted original cost rate base (“OCRB”). 

21. In the second phase, which would become effective after one year, or September 1, 

T 
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f $150,966,969, and yield a TIER of 1.69, a DSC of 1.08, and a rate of return on OCRB of 11.86 

xcent. 

22. Phase Three would result in an additional increase of $1,312,274, and would go into 

‘fect on September 1, 2007. This phase would yield total revenue of $152,279,043, resulting in a 

IER of 1.79, DSC of 1.13 and rate of return of 12.54 percent on OCRB. 

23. AEPCO estimates that on the retail level, the Phase One increase would result in an 

)proximate $3.70 monthly bill increase for an average residential customer of its member 

istribution cooperatives who uses 750 kwh. AEPCO estimates the combined effect of the deferred 

icreases in 2006 and 2007 would produce another approximate $0.90 monthly retail increase spread 

2 
I 

2 
I 
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ver the next two years. 

24. AEPCO designed Phases Two and Three to generate additional revenue to allow the 

:ooperative to maintain its equity balances as additional principal payments become due in 2006 and 

,007. (TR at 151-53). 

25. AEPCO’s Board of Directors did not have an opportunity to approve the proposed s tq  

ncreases prior to the hearing. AEPCO submitted a resolution of the Board approving the ster 

ncrease proposal as a late-filed exhibit. The resolution contains the following proviso: 

However, the AEPCO Board of Directors requests that the effective rate 
order provide that the 1.5 percent increases will only be enacted aRer a 
submittal by AEPCO of relevant financial information to the ACC prior 
to the scheduled increases, and only if this information demonstrates that 
the rate increases are necessary to achieve a Debt Service Coverage Ratio 
of 1.0 . . . . AEPCO staff is instructed to submit all such financial 
information to the Board for approval prior to its submission to the ACC. 

26. Commission Staff does not support the proviso adopted by the AEPCO Board becaus 

the term “relevant financial information” is undefined and it seems to suggest that future orders of th 

Commission would be necessary to “enact” the step increases. In addition, Staff notes that th 

AEPCO Board might be able to block any step increases simply by failing to forward th 

information. More fundamentally, Staff argues, the conditional approach adopted by AEPCO‘ 

Board appears to be based on the notion that a DSC of 1.0 is reasonable and prudent, and perhar 

6 
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zxcessive, while it is Staffs view that a DSC of 1.0 is the absolute minimum, and leaves no room for 

unexpected events. Staff argues the proviso makes it nearly impossible to build equity. Staff 

recommends that the Commission approve the step increases without condition or need for future 

order of the Commission. 

27. Intervenor Leonetti opposed any rate increase for AEPCO at this time. Mr. Leonetti 

believed that although the target DSC of 0.99 and TIER of 1.5 are reasonable in light of testimony 

indicating that the RUS and CFC require a minimum DSC of 1.0 and minimum TIER of 1.05, he 

argued that neither AEPCO nor Staff demonstrated that the rates they agreed to are reasonable. In 

addition to the lenders’ target financial ratios, Mr. Leonetti argues that the Commission should 

consider the effect of the proposed rate increase on ratepayers (Leonetti Brief at 2). 

28. Mohave, one of AEPCO’s Class A Members, and represented on AEPCO’s Board of 

Directors, supports the step increase, as proposed by AEPCO, and as conditioned by the AEPCO 

Board of Directors. Mohave adds that in developing their revenue recommendations, Staff did not 

consider basic differences between the all-requirements and partial-requirements customers of 

AEPCO. 

29. We agree with Staff that AEPCO’s proposed conditions for the step increases appear 

unnecessarily complicated and could delay the implementation of the rates we find necessary to 

restore AEPCO’s financial health. The conditions were proposed for the first time after the hearing 

and neither Staff, the non-member intervenor, nor the Commission could cross examine the 

proponents concerning how the conditioned increases would be enacted. A total revenue level of 

$152,279,043, as was proposed at the hearing, is fair and reasonable and hlly supported by the 

evidence. The revenue increase is designed not only to meet lenders’ minimum financial ratio 

requirements, but to permit the Cooperative to build much needed equity. If events demonstrate that 

AEPCO is able to build equity consistent with the goals established later in this Order, AEPCO may 

consider filing an application to modify rates. AEPCO has stated it would be filing another rate 

application in three to five years in any event. The future conversion of Sulphur Springs to a partial 

requirements member may also affect the timing of the next rate case. There is no evidence that the 

rates agreed to by Staff and AEPCO are unfair to any member or end user. We adopt the phased in 

0 
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approach in an effort to minimize the immediate impact on rate payers. 

30. AEPCO and Staff agreed on the rates to be implemented to achieve the revenue 

requirement. The schedule of proposed rates is attached hereto as Exhibit A. We find that a revenue 

requirement of $152,279,043, is fair and reasonable, and that it is in the public interest that the 

revenue increase be phased in over two years as set forth in Exhibit A. 

31. Mohave recommends that AEPCO file a rate case six months after Sulphur Springs 

has completed a full year as a partial requirements member. 

32. Mohave’s recommendation that AEiPCO file a rate application after a full year of 

operating data after Sulphur Springs has become a partial requirements member is well-founded. 

Sulphur Springs is one of AEPCO’s largest members and its change of status may have significant 

impact on AEPCO’s revenues. Thus, we will adopt Mohave’s recommendation, and require AEPCO 

to file a rate case six months after Sulphur Springs has completed a full calendar year as a partial 

requirement member. By specifying “calendar year” AEPCO can match its Test year with its fiscal 

year. 

33. Staff and AEPCO agree that an adjusted original cost rate base of $189,637,810 is fair 

and reasonable. No party objected to Staffs rate base adjustments. Based on the evidence, we 

concur that Staff‘s adjustments to rate base are reasonable and should be adopted. AEPCO waived a 

reconstruction cost new rate base and thus, its original cost rate base is the equivalent of its fair value 

rate base. 

34. Staff and AEPCO also agree that a Fuel and Purchased Power Cost Adjustor 

(“FPPCA”) should be established for AEPCO. Staff explained that the FPPA would track changes in 

the cost of fuel for AEPCO’s generating units and power purchased from others and would be 

calculated by comparing the rolling 12-month average of actual fuel and purchased power costs to the 

base cost established in this rate case. The rate would be applied to the member bills as a kilowatt- 

hour charge. Whether AEPCO’s distribution cooperative members could pass additional FPPCA 

charges on to end-users would depend on whether they had purchased power adjuster clauses in their 

tariffs. Under Staffs proposal, the adjustor rate, initially set at zero, would be reset semi-annually on 

October 1,2006, and April I ,  2007, and thereafter on October 1 and April 1 of each subsequent year. 
* 
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9EP would submit a publicly available report, with a revised tariff, that shows the calculation of the 

iew rate on September 1, 2006 and March 1, 2007, and thereafter on September 1 and March 1 of 

:ach subsequent year. The adjustor rate would become effective with billings for October and April 

lnless suspended by the Commission. AEPCO accepted all of Staffs recommendations on clause 

idministration and reporting as set forth in Ms. Keene’s direct testimony. 

35. With respect to the FPPCA, Staff further recommends: 

a. The FFPCA will expire in five years unless extended by the 

Commission; 

b. The Commission or Staff will have the right to review the prudence of 

fie1 and power purchases at any time; 

c. The Commission or Staff will have the right to review any calculations 

associated with the FPPCA at any time; 

d. Any costs flowed through the FPPCA are subject to refund if the 

Commission determines that the costs are imprudent; 

e. AEPCO will file monthly reports with Staffs Compliance Section 

detailing all calculations relating to the FPPCA and containing the nine 

minimum requirements specified in Ms. Keene’s Direct Testimony (Ex. 

s-7); 

f. AEPCO will file additional monthly reports regarding its generating 

units, power purchases, and fuel purchases. The report will comply 

with the minimum requirements specified in Ms. Keene’s Direct 

Testimony. 

36. AEPCO’s fuel and purchased power expenses amounted to almost one-half of 

AEPCO’s total expenses for the adjusted 2003 test year. AEPCO asserted that the volatility was a 

primary reason AEPCO suffered a margin loss in the Test Year. We recognize that the FPPCA is 

intended to allow timely recovery of increases in fuel and purchased power costs, or to allow the 

refund of any decreases, without the time and expense of a full rate proceeding. We also note that no 

party objected to Staffs recommendations for the FPPCA. However, we are concerned with the 

4 
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EPCO’s recovery of fuel and purchased power costs under Staffs proposed FPPCA 

may nonetheless be outpaced by the rate of future fuel and purchased power cost increases. 

I’herefore, we will approve the FPPCA on the terms agreed to by the parties, but in so doing, we will 

attach an additional condition allowing AEPCO to request the Commission to review the efficacy of 

the FPPCA when AEPCO submits any semi-annual FPPCA report as required elsewhere in this 

Decision. 

37. Staff agrees with AEPCO that a separate base cost of power be established for full- 

:equirements and partial-requirements customers. Staff recommends that the base cost of power for 

full-requirements customers should be set at $0.01687 per kwh and that the base cost of power for 

partial-requirements customers should be set at $0.01603 per kWh. AEPCO agreed with Staffs 

recommended rates. 

38. As part of this proceeding AEPCO requested the approval of revised depreciation 

rates. The lower depreciation rates are based upon a study and would lower costs in the Test Year by 

slightly more than $1.47 million Staff agreed that the revised depreciation rates, as shown on 

Exhibit DCM-1 of Dirk Minson’s Direct Testimony (Ex. AEPCO-1) should be approved. 

39. Staff recommends that the Cornmission approve a Demand Side Management (DSM) 

adjustor. 

40. AEPCO does not agree that as a wholesale generator, AEPCO should engage in DSM 

programs. The parties have agreed to reserve the issue of the specific DSM requirements for AEPCO 

to the pending DSM rulemaking docket (Docket No. RE-OOOOOC-05-0230). (Staff Brief at 6) 

AEPCO agrees with Staff that the Commission should approve a DSM adjustor mechanism. 

41. Mohave recommends that the Commission provide that in any DSM requirement, that 

each distribution cooperative be responsible for its own program and not be subject to AEPCO’s 

direction. 

42. We find that it is reasonable to determine AEPCO’s obligations with respect to 

specific DSM programs in the DSM rulemaking docket, but that in anticipation of the adoption of 

those rules and the potential that AEPCO may engage in DSM programs, approving a DSM adjustor 

mechanism at this time is reasonable. 

10 
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43. AEPCO’s equity ratio is far below sample generation and transmission cooperatives 

which have a national median equity level of 13 percent. (Ex AEPCO 6 - page 10). Staffs witness 

used a comparison group of cooperatives that are rated by Standard and Poors that had an average 

Zquity of 19 percent. (Ex S-11 and S-12) 

44. Staff recommends that AEPCO file a capital improvement plan by March 31, 2006. 

Staff further recommends that the Commission set an equity goal for AEPCO of 30 percent. Staff 

based its recommended goal on: (1) the goals set in prior orders concerning AEPCO (Decision No. 

54227); (2) AEPCO’s need to achieve greater financial flexibility; and (3) an article by Fitch Ratings 

which states that an equity-to-capitalization ratio between 25 to 30 percent is adequate for a 

generation and transmission cooperative. (Ex S-12 at 6) Staff notes that in Decision No. 67748 

[April 11, 2005), the Commission recently approved the same 30 percent equity goal for Graham 

Zounty Utilitie~.~ Staff believes the 30 percent equity goal would be consistent with RUS regulations 

which limit patronage refunds until 30 percent equity is achieved. 

45. Staff hrther recommends that the Commission limit AEPCO from making patronage 

refunds. Specifically, Staff recommends that AEPCO should not be permitted to make any patronage 

refunds while its equity level remains below 20 percent of total capitalization. If AEPCO’s equity 

level is between 20 percent and 30 percent, Staff recommends that patronage refunds be limited to 25 

percent of net earnings, which Staff states parallels the RUS regulations. 

46. Staff also recommends that to ensure AEPCO makes progress in building equity, that 

it should be required to file a rate case no later than 3 to 5 years from the date of this Decision. 

47. AEPCO does not oppose filing an equity improvement plan or the requirement it file a 

rate case not later than five years. AEPCO opposes, however, the concept that 30 percent equity is an 

appropriate goal for the Commission to adopt. AEPCO cites evidence that the average and median 

equity levels for generation and transmission cooperatives nationwide is much lower. AEPCO alsc 

argues that there are many factors, besides equity, which impact the financial strength of AEPCO 

According to AEPCO, Fitch Ratings looked at some 12 different factors in assigning a rating to 

Graham County Utilities, Inc., (“GCU”) is a cooperative owned by Graham County Electric Cooperative, Inc. to provide 
natural gas and water service. Graham County Electric Cooperative is the Class A member of AEPCO. 

(. 

11 DECISION NO. 68071 



1 

2 

3 

4 

5 

6 

7 

8 

I 9 
I 

I i 10 

I I -  11 

12 

I 17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

DOCKET NO. E-O1773A-04-0528 et al. I 
Golden Spread Electric Cooperative (the subject of the article relied upon by Staff) including the 

strength of its requirements contracts, management quality, adequate liquidity, overall financial 

11 profile, DSC and TIER, as well as equity. AEPCO argues that neither it, nor the Cornmission, would 

want to be in the difficult position where unnecessarily high rate increases are driven by an equity 

target that is inflexible and arbitrarily set. 

48. Mohave recommends that the Commission require AEPCO to file an Equity 

Improvement Analysis by March 31, 2006, which should include: 1) an analysis of the benefits, if 

any, that Partial Requirement Members (“Pl2Ms”) obtain by improving the equity position of 

AEPCO; 2) an analysis of the benefits All Requirements Members (“ARMS”) obtain by improving 

the equity position and of the optimum equity level to obtain such benefits; 3) an analysis of methods 

other than rate increases for increasing equity; and 4) a consideration of possible methods to permit 

future borrowing to meet load growth of ARMs to be based upon the equity of those ARMs that 

benefit from the borrowing. 

49. AEPCO provides wholesale service to six distribution cooperatives. Mohave states 

that typically, a generation cooperative will plan to serve the total power supply requirements for all 

~ of its members, however, AEPCO does not have the same power supply obligation for each of the six 

members. Two of the six members-Mohave and Sulphur Springs-have elected to change from all 

1 requirements members to partial requirements members. Mohave states that these two members 

reflect approximately 65 percent of the Test Year power supply requirements billing units. According 

to Mohave, AEPCO does not have to plan for serving, nor does it have the responsibility to serve, the 

load growth of the partial requirements members in excess of the allocated AEPCO resources. 

Mohave asserts AEPCO has no future capital requirements associated with new resources to serve 

approximately 65 percent of the total member load. Mohave argues that Staffs recommended 

revenue requirement is based on the need to maintain financial stability to finance future plant 

additions and replacements4, and Mohave believes there is a question of the fairness of a requirement 

that a customer who will not cause, and is not allowed to participate in, the future event to have 

Mohave asserts that one of Staffs justifications for the proposed increase in equity is to make certain that AEPCO has 
access to capital markets to provide debt capital to build future power supply resources. 
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-evenue responsibility for that event. Mohave argues that prior to allowing the allocation of any 

-evenue responsibility associated with a future event to a partial requirements member, there should 

3e findings as to whether or not the proposed assets will be used and useful in serving the partial 

Fequirements member. Mohave asserts the record in this proceeding is devoid of data relating to 

future capital needs required to serve a partial requirements member. 

50. Mohave asserts that the equity level recommended by Staff is excessive, as the lender 

ias indicated that it is not necessary to achieve the Staff recommendations in order to obtain 

financing. In addition, Mohave asserts that Staff did not analyze the impact on the ratepayer in 

jeveloping its equity recommendations. 

51. In Decision No. 64227 (November 29, 2001) the Commission approved AEPCO’s 

financing request and ordered AEPCO to file a capital plan by December 3 1, 2002. In that docket, 

Staff recommended that AEPCO increase its equity to 10 percent by December 31, 2006, to 15 

3ercent by December 31,2010, and to 30 percent by December 31,2015. 

52. AEPCO filed the Capital Plan required by Decision No. 64227 on December 23, 2002, 

md provided a copy as a late-filed exhibit in this docket. AEPCO’s December 2002 Capital Plan 

indicates that equity levels were projected to reach 12 percent in 2006, 27 percent in 2010 and 31 

percent in 201 1. As is evident fkom it current rate application, AEPCO’s assumptions that formed the 

basis of its December 2002 Capital Plan did not materialize. 

53. The evidence presented in this proceeding indicates that AEPCO must improve its 

equity position. It is currently not in compliance with its lenders’ equity requirements. The evidence 

is inconclusive, however, to make a finding at this time that a 30 percent capital requirement is an 

appropriate goal for a generation cooperative such as AEPCO. Mr. Edwards testified that the median 

equity ratio for a generation and transmission cooperative is 13.22 percent in 2002, the most recent 

available year of data. Furthermore, the RUS and CFC do not discriminate on the price of loans 

based on equity levels. (TR at 63). There is some evidence that adopting and enforcing an equity 

goal of 30 percent may place undue upward pressure on rates and that a 30 percent equity level is not 

required to protect AEPCO’s ability to access the financial markets. On the other hand, just because 

national averages for generation and transmission cooperatives are below 20 percent, does not mean 

13 *DECISION NO. 68071 
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hat we should not strive for equity greater than that to give the cooperative a cushion to weather 

xonomic setbacks. AEPCO did not present sufficient evidence to allow us to determine that a 

specific goal less than 30 percent is reasonable. In his rebuttal testimony, Mr. Minson testified that 

be revenues that the Cooperative was recommending at that time (somewhat less than their final 

iosition) would allow AEPCO to reach 30 percent equity in about eight years. (Ex A-2 at 8). If Mr. 

Minson is correct, then AEPCO should be in compliance with Staffs recommendations set forth in 

lecision No. 64227. We believe that AEPCO should update its December 2002 Capital 

mprovement Plan, with updated assumptions and provide an analysis of the rates that would be 

.equired to achieve an equity level of 30 percent, within ten years, or 2015. We do not adopt a 

-equirement now, nor does Decision No. 64227 specifically require, that AEPCO achieve any 

ipecific equity goal. We do adopt the rates herein with the expectation that AEPCO will be able to 

mild much needed equity. Because we are requiring AEPCO to file another rate case in no more 

han five years, in any case, adopting an ultimate goal of 30 percent at this time is not necessary. 

54. Whereas Mohave raises interesting issues regarding the differences between partial 

md full requirements members, it makes its position known for the first time in its Closing Brief. 

Clohave did not file testimony in this case. Mohave and Sulphur Springs are two of AEPCO’s largest 

nembers. We believe Mohave’s suggestion that the capital improvement plan that AEPCO will file 

n 2006 should specifically address its obligations to partial requirements members is well-founded, 

md direct AEPCO to include such analysis in its 2006 updated report. 

55. AEPCO did not file jurisdictionally separated information for Anza in this rate case, 

lor has it ever filed such information in any prior rate case. 

56. Staff recommends that in its next rate case, AEPCO prepare jurisdictionally separated 

schedules for h a .  

57. Commission rule R14-2-103(B)(4) provides in relevant part: 

Separation of nonjurisdictional properties, revenues and expenses 
associated with the rendition of utility service not subject to the 
jurisdiction of the Commission must be identified and properly separated 
in a recognized manner when appropriate. In addition, all nonutility 
properties, revenues and expenses shall likewise be segregated. 

Staff argues that jurisdictional separation is an important tool that Staff uses to ensure 58. 

* DECISION NO. 68071 14 



I 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

2c 

21 

22 

23 

24 

25 

2t 

2; 

28 

DOCKET NO. E-O1773A-04-0528 et al. 

hat rates are fair and cost-based. Staff states that Duncan Valley Electric Cooperative Inc., Garkane 

’ower Association, Inc. and Columbus Electric Cooperative, all cooperatives within the 

:omission’s jurisdiction with multi-state operations, file jurisdictionally separated information. 

Staff does not believe arguments that a separation study would be too costly in comparison with the 

Zxpected benefits justify a waiver of the requirement. Staff also asserts that once the first study is 

xepared, f h r e  separations will be substantially easier. 

59. AEPCO opposed the recommendation to jurisdictionally separate its operations 

tssobiated with Anza. According to AEPCO, Anza’s load represents only 1.5 percent of AEPCO’s 

.otal energy sales in 2003. AEPCO estimates the cost of a separation study would be $40,000 to 

560,000 and the cost of service differences for Anza, if any, would not justify the expense or the 

:ffort to evaluate its findings. Under these circumstances, AEPCO argues that to prepare such study 

would be an “undue burden,” which is one of the grounds for waiver under A.A.C. RI4-2-103.B.6. 

60. Given the circumstances of this case, we will not require AEPCO to prepare and file 

urisdictionally separated schedules for h a .  However, consistent with our findings in Decision No. 

57220 (August 24, 2004) AEPCO shall submit with its next rate case cost information that (1) 

separates the costs to serve Class A members from the costs to serve other classes; (2) categorizes the 

sosts by demand, energy and customer-related; and (3) breaks down the costs for ancillary services 

by costs component in accordance with FERC definitions, with firm and variable costs separated. 

CONCLUSIONS OF LAW 

1. AEPCO is a public service corporation pursuant to Article XV of the Arizona 

Constitution and A.R.S. §§ 40-282 and 40-285. 

2. The Commission has jurisdiction over AEPCO and the subject matter of the 

application. 

3. Notice of the proceeding was provided in conformance with law. 

4. The stipulated rates and charges as set forth in and approved herein, and attached as 

Exhibit A, are reasonable. 

5. The recommendations set forth in the Findings of Fact discussed hereinabove are 

reasonable and should be adopted in accordance with the discussion therein. 

rb 
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ORDER 

IT IS THEREFORE ORDERED that the rates and charges set forth in Exhibit A are approved 

and Arizona Electric Power Cooperative, Inc. shall file on or before August 31, 2005, a tariff that 

complies with the rates and charges approved herein. 

IT IS FURTHER ORDERED that the rates and charges for Phase One shall be effective for 

all service provided on and after September 1, 2005; the Phase Two rates shall be effective 

September 1,2006; and Phase Three rates shall be effective September 1,2007. 

IT IS FURTHER ORDERED that within 15 days of the effective date of this Order, AEPCO 

shall notifj its member/customers of the rates and the effective dates approved herein. 

IT IS FURTHER ORDERED that Arizona Electric Power Cooperative, Inc. shall file a rate 

case six months after Sulphur Springs Valley Electric Cooperative, Inc. has completed a h l l  calendar 

year as a partial requirements member, or not later than five years after the effective date of this 

Decision, whichever is earlier. 

IT IS FURTHER ORDERED that Arizona Electric Power Cooperative, Inc. shall amend its 

tariffs to include a Fuel and Purchased Power Cost Adjustor as described herein. 

IT IS FURTHER ORDERED that Arizona Electric Power Cooperative, Inc. may file a request 

that the Commission review the efficacy of the FPPCA with Arizona Electric Cooperative, Inc.’s 

submission of any semi-annual FPPCA report required by this Decision. 

IT IS FURTHER ORDERED that Arizona Electric Power Cooperative, Inc. shall amend its 

tariff to include a DSM adjustor mechanism as discussed herein. 

IT IS FURTHER ORDERED that Arizona Electric Power Cooperative, Inc. shall file by 

March 31, 2006, an equity improvement plan that will indicate the effect on AEPCO’s equity under 

the rates approved herein and an analysis of the effect on rates if equity of 30 percent of total 

capitalization is to be reached by 2015, as well as an analysis of the benefits and equities of 

capitalization on its partial requirements and full requirements members. 



r-- 
4 

1 

2 

3 

4 

5 

6 

I t  

DOCKET NO. E-01 773A-04-0528 et ai. 

IT IS FURTHER ORDERED that Arizona Electric Power Cooperative, Inc. shall not make 

any patronage refunds while its equity level remains below 20 percent of total capitalization, and 

patronage refhds be limited to 25 percent of net earnings if its equity is between 20 and 30 percent 

of its capitalization. 

IT IS FURTHER ORDERED that this Decision shall become effective immediately. 

BY ORDER OF THE ARIZONA CORPORATION COMMISSION. 

COMMISSIONER 

COMMISSfONER COMMISSIONER COMMISIONER 

IN WITNESS WHEREOF, I, BRIAN C. McNEIL, Executive 
Secretary of the Arizona Corporation Commission, have 
hereunto set my hand and caused the official seal of the 
Commission to be affixed at the Capitol, in the City of Phoenix, 
this ]r” day of -2$u ti. ,2005. 

TARY 1 
DISSENT 

DISSENT 

JRmj 
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RXUTRTT A 
II 

Effective Date September 1,2005 

I 

September 1,2006 September 1 ,  
2007 

2 II I 

All Requirements Members: 

Demand rate - $/kW Month 

Power Cost Adiustor Base - $kwh 
Energy Rate - $/kWh 

8 

14.31 14.64 14.98 

0.01687 0.01687 0.01687 
0.02073 0.02073 0.02073 - 

9 Fixed Charge - $/month 
O&M Rate - $/kWMonth 
Energy Rate - $/kwh 
Power Cost Adiustor Base - $kwh 

10 

11 

790,722 822,728 855,113 
7.15 7.2 1 7.26 
0.02073 0.02073 0.02073 
0.01603 0.01603 0.01603 

13 

14 

15 

Partial Requirements Members: 

I 
27 

28 
j 

w 
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BEFORE THE ARIZONA CORPORATION CC 

GARY PIERCE 
PAUL NEWMAN 
SANDRAD. KENNEDY 
BOB STUMP 

SEP - 8  2009 

IN THE MATTER OF THE APPLICATION OF DOCKET NO. E-01575A-08-0328 
SULPHUR SPRINGS VALLEY ELECTRIC 
COOPERATIVE, INC. FOR A HEARING TO 
DETERMINE THE FAIR VALUE OF ITS 
PROPERTY FOR RATEMAKING PURPOSES, TO DECISION NO. 71274 
FIX A JUST AND REASONABLE RETURN 
THEREON, TO APPROVE RATES DESIGNED TO 
DEVELOP SUCH RETURN AND FOR RELATED 
APPROVALS. OPINION ARiD ORDER 

DATE OF HEARING: 

PLACE OF HEARING: Tucson, Arizona 

DATE OF PUBLIC COMMENT: 

PLACE OF PUBLIC COIVMENT: 

April 21,22, and 23,2009 

February 1 1,2009 

Sierra Vista, Arizona 

ADMINISTRATWE LAW JUDGE: Jane L. Rodda 

IN ATTENDANCE: 

APPEARANCES: 

Kristen R. Mayes, Chairman 
Gary Pierce, Commissioner 
Paul Newman, Commissioner 
Sandra D. Kennedy, Commissioner 
Bob Stump, Commissioner 

Mr. Bradley S .  Carroll, SNELL & WILMER, LLP, on 
behalf of Applicant; and 

Mr. Wesley C. Van Clem and Mr. Kevin Torrey, Staff 
Attorneys, Legal Division, on behalf of the Utilities 
Division of the Arizona Corporation Commission. 

BY THE COMMISSION: 

Backmound 

Sulphur Springs Valley Electric Cooperative, fnc. (“SSVEC” or “Cooperative”) filed an 

ipplication for a rate increase with the Arizona Corporation Commission (“Commission”) on June 

30, 2008. SSVEC is a member owned non-profit cooperative that provides electric distribution 

;/jane/rates/2009/SSVEC O&O final 

- - . . . 

1 
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services to approximately 51,000 customers in Cochise, Santa Cruz, Pima and Graham Counties 

Arizona. 

The hearing in this matter commenced on Apri121,2009, in Tucson, Arizona. In addition, the 

Commission conducted a Public Comment meeting in Sierra Vista on February 1 1,2009. 

This is SSVEC’s first application for a rate increase since 1993, and the first one since 

SSVEC became a Partial Requirement Member (“PRM”) of Arizona Elecrric Power Cooperative 

rAEPC0”) on January 1, 2008. SSVEC utilized a Test Year ended December 31, 2007. A3 

originally filed, SSVEC sought to increase its annual revenue by $19,881,590, from adjusted Tesl 

Year revenues of $92,613,559 to $103,495,149, an 11.75 percent increase.’ The Cooperative stated 

that it was requesting the rate increase in order to increase its equity by 1.5 to 2.0 percent per year to 

:each a 30 percent equity level by 2014/2015; increase its annual cash flow; and meet its financial 

lbjectives regarding the addition of new generation sources required by the continuing growth in its 

service territory. 

As its final position, SSVEC requests a rate increase of $9,862,959, 10.63 percent over Test 

Year revenues, for a revenue requirement of $ 102,688,240,2 which would yield Operating 

ncornelhlargid of $16,706,387 and Net LncorneMargin of $10,267,812. SSVEC’s proposal results 

n a 12.57 percent rate of return on Fair Valiie Rate Base, and yields a net operating Times Interest 

3amed Ratio (“‘TIER”) of 2.46 and a Debt Service Coverage (“DSC”) of 2.25. SSVEC states this 

ranslates into an increase for the average residential customer of 10.46 percent. 

In addition to the rate increase, in its application, SSVEC requested that the Commission: (1) 

pprove a revision to its Wholesale Power Cost Adjustor (.‘WCA’’) Mechanism to include the pass- 

hrough of future generation and transmission costs associated with future Cooperative-owned 

;eneration and transmission fa~ilities;~ (2) implement a new Debt-Cost Adjustment mechanism that 

Ex A-7 Hedrick Direct at 8. 
Ex A-9 Hedrick Rebuttal, schedule DH-10. 
The Cooperative and Staff refer to Operating Margin and Net Margin instead of Operating Income and Net Income, the 
:m are synonymous, Operating Incomehfargin is Total Revenue less Operating Expenses. Net IncomeNet Margin is 
jperating IncorneiMargin less non-operating expenses, such as interest, plus non-operating income. 
As such the Cooperative referred to the new mechanism as the Wholesde Power and Fuel Cost Adjutor (“WPFCA”), 
fhile throughout the proceeding Staff continued to refer to the WPCA. Because Staff does not oppose the expansion of 
le adjustor mechanism to include fuel. costs if the Cooperative acquires generation assets, for uniformity the mechanism 
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would pennit the Cooperative to recover increases in interest costs associated with Commission- 

approved financing of plant additions; (3) eliminate line extension credits pursuant to the 

Cooperative’s line extension policy; (4) approve SSVEC’s Demand Side Management (“DSM”) 

Program (to the extent not already approved); ( 5 )  include a portionof approved fbture DSM program 

expenses in base rates and implement a revised DSM adjustor mechanism and approval process to 

recover approved DSM programs; and (6) revise its Tariffs and Service Conditions. Most of the 

public comment in this proceeding focused on SSVEC’s planned upgrade of a transmission line in the 

Sonoita area. Some members in the Sonoita area question the need for the new line and have sought 

Clonmission intervention to stop its construction. Thus, in addition to the issues it raised in 

:onnection with its rate application, SSVEC presented evidence and argued that the upgrade of the 

:xisting transmission line serving the Sonoita area to a 69 kV line, known as the Sonoita Reliability 

’roject, is needed to ensure reliable service in the area. 

Staff recommends a revenue increase of $7,595,316, or 8.18 percent, from adjusted Test Year 

‘evenues of $92,825,281 to $1 00,420,597. Staffs recommendation produces Operating Income of 

515,365,515,6 and Net Income of $8,926,940.7 Staffs recommended revenue results in an 11.56 

Iercent rate of return on an adjusted rate base of $132,8S6,202_ Staff states that its recommended 

evenues would produce a TIER of 2.34 and DSC of 2.12. Staff claims that i ts  recommended 

evenue level will increase SSVEC’s equity to 30 percent of total capital by 2016, assuming the 

Zooperative utilizes $3 million of its Net hcome to reduce its projected long-term debt levels, and 

lssuming that starting in 2013, SSVEC will borrow 10 percent less than the Cooperative currently 

)rejects. 

After discovery, the Cooperative revised its requests, and decided not to pursue its request for 

t Debt-Cost Adjustment mechanism or to have a portion of its DSM Program expenses included in 

vi11 be referred to as the WPFCA when discussing the new mechanism and the WPCA when discussing the existing 
nechanisn. 
Staff had originally recommended that SSVEC file a new application requesting approval of new DSM programs that it 
lad proposed as part of this docket in order to allow an opportunity to gather information and to evaluate the new 
irograms. SSVEC requested that the proposed programs be evaluated as part of this docket in order to have them 
mplernented more quickly. The parties agreed that Staff would attempt to evaluate the proposed DSM programs as part 
‘fthis docket and submit its recommendations as a late-filed exhibit 
Ex S-7 Brown Surrebuttal at 2. 
Id., ScheduIe CSB-8. 
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base rates. SSVEC and Staff have reached agreement on many issues, however, they continue tc 

disagree about the level of revenue necessary to achieve a 30 percent equity ratio by 2016; several o 

Staffs adjustments to operating expenses; the process for resetting the WPFAC and the DSM 

Adjustor; whether a prudency review of power procurement activities should be required; and thf 

appropriate level o f  the customer charge as part of  the rate design.* 

SSVEC believes that its ability to hold rates constant for 16 years and then request only a 

modest 10.46 percent revenue increase is something the Commissioil should view as a positive.‘ 

SSVEC argues that the Cooperative should not be viewed by the Commission as a utility that is in 

need of more regulatory oversight.” SSVEC believes that the primary issue in this rate case is its 

ability to build its equity to 30 percent of total capital by 2016, and it argues that Staffs 

recommendations would negatively affect the Cooperative’s ability to meet this equity goal and 

shouId be rejected. 

Rate Base 

In its application, SSVEC proposed an Adjusted Rate Base of $136,903,293. Staff 

recommended adjustments that reduced rate base by $4,017,091, resulting in an Original Cost Rate 

Base (“OCRl3’3 of $132,886,202 Staffs rate base adjustments pn‘marify affected consumer 

ieposits, deferred credits and working capital. SSVEC agreed to Staffs recommended adjusted 

3CR.B.” 

SSVEC did not prepare a Reconstruction Cost New Rate Base, and thus, its OCRB is deemed 

o be its Fair Value Rate Base (,‘FV”’’). 

Staffs adjustments to the Cooperative’s proposed OCRB are reasonable and should be 

dopted. Consequently, SSVEC’s FVRB is determined to be $132,886,202. 

. -  

. .  

The parties agree about the base cost of power$ service conditions, and the establishment of written power procurement 
wcedures. The design of Tie-Of-Use rates, the Bill Estimation Tariff and Tariff Changes. 
SSVEC Opening Brief at 4. 

‘Id.  
I Ex S-6, Brown Direct at 8. 
SSVEC Opening Brief at 7. 2 
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Operating Income 

Operatina Revenues 

The parties have agreed that adjusted Test Year revenues were $92,825,28 1 I 

Operating Expense 

Staff adjusted the Cooperative’s Operating Expenses, reducing them by $1,307,380, from 

$86,362,461 to $85,055,081. 

SSVEC agreed to adopt a number of Staff‘s proposed adjustments to Operating Income and 

Expenses as follows: 
No. 1 - Revenue Annualization - $303,312 
No. 1 - Expense Annualization - $149,184 
No. 3 - 2008 Fort Huachuca Contract - $0 
No. 4 - Base Cost of Power - $1 0,523,837 
No. 5 - DSM Expenses - ($484,966) 
No. 7 - GDS Expenses - ($51,427) 
No. 8 - Normalized Legal Expenses - ($52,892) 
No. 11- Interest Expense on LTD - ($426,301) 
No. 12 - Capital Credits - ($2,722,816) 

SSVEC objects to Staffs recommended adjustments to Payroll Expense, “Incentive Pay”, 

zharitable Contributions, and Rate Case Expense. 

’awoll Expenses 

Staff reduced Payroll Expenses by $523,570, from $1,021,207 to $497,637.13 Staff removed 

he expenses associated with 10 employees who were hired in 2008 after the end of the Test Year. 

Staff argues that it is not appropriate to include the additional 10 employees because SSVEC 

lid not demonstrate that the number of employees in the Test Year was abnormally low. Staff argues 

hat even if the expenses are known and measureable, there has been no showing that there was a 

ieed for the added employees. l4 Staff asserts that to include the expenses associated with the post- 

rest Year employees creates a matching problem and that the Cooperative’s argument that the 

idditional ten employees were needed to maintain service reliability misses the point of a Test 

tear.” In response to the Cooperative’s claims that it is reasonable to include the costs associated 

vith the additional employees because of inherent regulatory lag and that waiting to hire additional 

Ex S-7 Brown Surrebuttal, Schedule CSB-15. 
Staff Reply Brief at 2. 
Staff Reply Brief at 2. 
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staff until quality and service levels decline is not appropriate, Staff states that it is not suggesting 

that SSVEC wait until service quality declines before hiring, but that SSVEC should file rate cases 

more often than every 16 years.16 

SSVEC argues that Staffs reduction of known and measurable post-Test Year expenses is not 

appropriate. SSVEC states the employees at issue were hired w i t h  four months of the end of the 

rest Year and remain on the payroll. SSVEC asserts that although Staff claims a matching problem is 

xeated by including these post-Test Year expenses, Staff in other areas acknowledges that it is 

appropriate to make proforma adjustments to reflect a reasonable expense going f o r ~ a r d . ’ ~  SSVEC 

merts Staffs position ignores testimony by Mr. Hedrick that the payroll level proposed by SSVEC 

-epresents the level of payroll needed to provide service quality and that the Cooperative has 

:xperienced significant growth over the past five years.” SSVEC believes Staffs position also 

pores that regardless of whether the expense is ‘‘allowed,’’ the Cooperative will continue to pay 

hese ten employees, which would reduce its ability to improve equity. 

The Commission considers post-Test Year adjustments on a case-by-case basis, in an attempt 

o normalize Test Year results to reflect known and measureable changes to the Test Year. In this 

me, although it does not appear that the 2007 staffing levels were abnormally low or “not normal,” 

he Cooperative has demonstrated that its requested Payroll Expense represents a known and 

neasureable expense, as well as a continuous level of staffing. Staff believed that the employees 

vere hired to service growth in 2008 and future years.lg However, the Cooperative has shown that in 

he five years commencing in 2003, it has experienced significant growth and that growth in staffing, 

ncluding the employees at issue, over the same period has grown proportionately.’’ The evidence 

hows that the new employees were hired in early 2008 to achieve suficient staffing levels to 

2aintain service quality arising from the high growth that occurred from 2003 through 2008, and 

iere not hired to serve growth that occurred after the Test Year. The Arizona Administrative Code 

‘ Staff Opening Brief at 2-3. 
‘ Citing Staffs adjustment to Interest Expense in this case to reflect an interest rate change that occurred 11 months after 
ie end of the Test Year. 
’ Ex A-8, Hedrick Rebuttal at 8-9. 
’ Ex A-7 Brown Surrebuttal at 7. 
’ Ex A-X Hedrick Rebuttal, Schedule DH 6.1. 
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allows for adjustments to actual test year results to obtain a normal or more realistic relationship 

between revenues and expenses and rate base.2’ In this case, the proforma adjustment reflects a 

realistic staffing level and a known and measureable expense. 

Year End Bonus and Safety Pay 

Staffs adjustments removed $45,058 from Payroll Expanses associated with expenditures that 

Staff characterizes as “Incentive Payments.” Payments in this category comprise two components: 

$24,558 related to safety performance, and $20,500 related to year end bonuses. The Cooperative 

claims that these amounts have been consistently paid to all SSVEC employees for many years and 

are merely part of the entire compensation package.22 The year-end pay represents a $100 payment 

to all employees made at the end of the year. Employees are entitled to safety pay for attending 

safety meetings and maintaining an accident-free rec~rd .~’  The average payment under the safety pay 

xogram in the Test Year was $126. 

Staff states that while it is not recommending that SSVEC cease paying its employees the 

bonuses or safety pay, they are optional costs that should not be recovered through rates.24 To the 

:xtent that the Cooperative recovers these costs through rates, but elects not to award the incentives, 

3taf€ states the f h d s  would become available for other a~tivities.~’ 

Whether the Cooperative is required to pay year end bonuses or not, employees have come to 

:xpect a relatively small extra payment at the end of the year, which contributes to employee morale 

md satisfaction and is one factor that allows the Cooperative to retain its employees. The year end 

Donus is not tied to performance and is distinguishable from other situations where the Commission 

has not allowed the recovery of incentive paybonuses. Encouraging employees to attend safety 

meetings and maintain a safe record ultimately leads to lower costs. 

Charitable Conhbutions 

Staff reduced Charitable Contributions and Other Expenses by $298,622, from $343,752 to 

” A.A.C. R14-2-103(p). 

’3 Transcript of the April 21,2009 hearing (“Tr,”) at 289. 
!4 Staff Opening Brief at 4. 
!’ Id. 

fd. at 1 1; Ex A-9 Hedrick Rejoinder at 4. 
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$45,1 50.26 Staff removed expenditures for charitable contributions, sponsorships, gifts, and awards 

meals and employee parties and entertainment. 

Staff argues that charitable contributions should be disallo.wed because they are not needed tc 

provide service, and the mere fact that the Commission allowed these expenses in the past does no 

mean that the Cooperative is entitled to recover the expense in the current case. Staff states that ir 

sher recent rate cases the Commission has disallowed charitable expenses.27 Because the decision oj 

low much to donate, or whether to donate at all, is entirely wi-thin the discretion of SSVEC 

management, Staff believes that in the absence of a mandate to provide such charitable donations, 

there should be no guaranteed revenue stream for those purposes.” 

SSVEC argues that Staffs disallowance of Charitable Expenses is contrary to Decision No, 

jS358 (the 1993 Rate Decision) in which the Commission allowed the recovery of such expenses. 

SSVEC noted that with respect to Charitable Contributions, Decision No. 58358 provided: 

These expenses go to the difficult issue of the role of a Cooperative today. 
We are mindful of the impassioned arguments made by members of the 
Cooperative and its board of directors during the public comment session 
who said that these expenses are appropriate for SSVEC’s mal  
community; that the activities supported may be the only ones available to 
young people in the area and may not otherwise take place; and, that 
SSVEC’s support is essential for much needed economic development. 
Additionally, we recognize that the cost of SSVEC’s support for all of 
these expenses averaged but $1.76 per customer per year. Were this an 
investor-owned-utility, we could require that the investors, not the 
ratepayers, bear the cost of the corporation’s cornuni ty mindedness. 
With a cooperative the ratepayers cannot be separated from their member- 
owners. For these reasons, we will allow the costs in the instant case. 
However, we share the view of RUCO and Staff that members’ choices 
are made for them, Therefore, we will require SSVEC, in its next rate 
proceeding, to demonstrate that a majority of its members have ratified the 
Board‘s expenditure of their funds for these purposes. If it does not, we 
will disallow the expenditures. To fairly gauge its members’ desires 
SSVEC should: 

a. prepare a’ ballot for each of its members containing 
suflicient information to explain the expenses at issue; 

b. submit a draft of the ballot to the Director of the Utilities 
Division for approvafhodi fication; such 
approvallmodification shall be provided within 15 days of 
receipt; 

c. mail the approved ballot to each member; and 
d. receive the approval of a majority of the members voting 

’ Ex S-7, Brown Surrebuttal, Schedule CSB- 18. 
‘ Staff Opening Brief at 3. 
’ Staf f  Reply Brief at 4. ’ 
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and returning the bglots within 30 days o f  SSVEC’s 
mailing of the ballots. 

SSVEC asserts that the evidence presented at the hearing demonstrates that: (1) the Cooperative 

initiated the by-law change in 1997, (ii) the Cooperative filed the proposed change to its by-laws with 

the Commission’s Director of Utilities; (iii) the by-law change was submitted to the Cooperative’s 

members and was approved by over a 90 percent mugin; and (iv) SSVEC donations and sponsorship 

programs have been widely accepted and acclaimed by its members.30 Furthermore, SSVEC asserts, 

as in the prior rate case, Mi. Blair testified why it is important for a rural cooperative to be able to 

continue to make charitable contributions; the February 11, 2009, public comment session 

demonstrated there is public support for the Cooperative’s charitable programs; and Mr. Blair 

testified that charitable programs account for only about 3 percent of total reven~es.~’ 

SSVEC argues ths Is  a very impoxtanf issue as it underscores the difference between an 

investor-owned utility and a member-owned cooperative and the role of the cooperative in the rural 

community. SSVEC asserts that if its members were unwilling to support the Cooperative’s ability to 

maintain these programs in favor of either lower rates or a return through capital credits, they would 

not have approved the by-law change by such an overwhelming margin. SSVEC states if members 

3ecide they do not want the Cooperative to continue such programs, they can initiate such a change 

Lhrough the Board. Furthermore, SSVEC states that if Staffs adjustment is adapted, the Cooperative 

will have to pay for these programs fkom its net income/ margins, which would be inconsistent with 

;be goal of reaching a 30 percent equity level by 20 16. 

The Cooperative has shown that it complied with the directives of Decision No. 58358 by 

initiating the by-law change, filing the by-law change with the Commission Utilities Director; and 

submitting the by-law change bo its members (where it was adopted by a 90 percent margin). SSVEC 

:laims that its donations and sponsorships have been widely accepted and acclaimed by its 

nember~.~’ There is no indication that memberhatepayers are opposed to the Cooperative’s 

:hetable donations, and the record indicates there is support for the Cooperative’s involvement in 

!’ DecisionNo. 58358 at 18 and 19. 
lo Ex A-18 Blair Rebuttal at 13-16; Kebuttal Exhibits Il3- 1 and JB-2, TI at 341-48. 
’ Id. at 13; see also Transcript of February 1 1,2009 Public Comment session. ’’ Ex A-18 at 13-17; Rebuttal Exhibits JB-l and E%-2; Tr. at 341-48. 
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the On the other hand, memberhatepayers are concerned about the impact of the ratc 

increase and at least one member mentioned the role of charitable contributions as part of the need foi 

increasing rates.34 

The by-law change that was submitted to members in 1997 for approval states: 

ARTICLE N - DIRECTORS. SECITON 4.07. Rules, Regulations, Rate 
Schedules and Contracts. The Board of Directors shall have power to 
make, adopt, amend, abolish and promulgate such rules, regulations, 
policies, rate schedules, contracts, security deposits and any other types of 
deposits, payments or charges, including contributions in aid of 
construction, advertising, and donations not inconsistent with law or the 
Cooperative’s Articles of Incorporation or Sylaws, as it may deem 
advisabie for the management, administration and regulation of the 
business and affairs of the Cooperative. 

Mr. Blair testified that the by-law change added the power to make and adopt advertising and 

lonations to the list of powers given to the Board of  director^.^' Although the revised by-law 

n-ovision gives the Cooperative’s Board of Directors the power to make donations, it does not in and 

If itself, indicate that such donations will affect rates. We do not know what members were told in 

997 about how donations would be treated for ratemaking purposes as current management was not 

round at the time. The Cooperative has admitted that it has grown significantly in the past five 

’ears, and consequently, there are many more members now than in 1993, which makes it reasonable 

3 re-examine the previous treatment of these expenditures. The previous rate Decision did not 

,parantee that charitable expenses would be allowed, even if the Cooperative complied with the 

irective to change the Bylaws. It is not clear whether current members are aware that the 

:ooperative’s charitable donations and spmsorships can affect their rates. Although we recognize 

ieir importance to the community, we do not believe that charitable contributions and sponsorships 

re appropriate above-the-line expenses that should be collected from ratepayers. Consequently, we 

clopt Staffs recommendation to disallow these expenses. This is not to say that the Cooperative 

m o t ,  and should not, continue to make appropriate contributions at the discretion of the Board of 

birectors. As a member-owned cooperative we expect that the Cooperative will probably continue to 

take contributions, and we are mindhl that to the extent the Directors elect to make such 

E.g. See Transcript of the Febnrary 11,  2009 Public Comment at 50-55. 
IdL at 47. 
Ex A-18. Blair Rebuttal at 15. 
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contributions it will affect the Cooperative’s bottom line, and as such, in combination with other 

factors may affect how quickly the Cooperative is able to build equity. We do not believe, however, 

that maintaining the current level of contributions will substantially impair the Cooperative’s ability 

to improve its equity. As optional expenses, the Board of Directors must balance various factors to 

determine the appropriate level of charitable contributions, just as they do with the return of capital 

credits. 

Rate Case Expense 

Staff and SSVEC disagree about the appropriate level of Rate Case Expense. 

In its Application, SSVEC had included $100,000 of Rate Case Expense, that it proposed be 

recovered over five years, for a $20,000 annual Rate Case Expense. SSVEC states that the $100,000 

represented the approximate amount of expenses that it had incurred at the time it filed the rate 

3pplication. In her direct testimony, Rebecca Payne testified that: “actuaI rate case expense will only 

se known at the time of the hearing/settlement. Schedule RAP-2 shows invoices related to this case 

incurred up to the filing. We propose to provide invoices to ACC Staff for all additional rate case 

related expenses for a final determination of rate case expense.”36 

h rebuttai testimony, the Cooperative revised its total Rate Case Expense to $310,000 tu 

-eflect the legal and consulting fees that it had incurred as of February 27, 2009. SSVEC estimated if 

would incur an additional cost of $87,000 through the hearing. SSVEC requested a total Rate Case 

Expense of $397,608, recovered over a five-year period for an adjusted annual Rate Case Expense of 

$79,522. Thus, it was seeking an additional $59,522 in annual Rate Case Expense over the amount 

xiginally requested. In response to a data request, SSVEC provided Staff with invoices for the 

:xpenses that had been incurred. 

In its direct case, Staff included, without comment, the $20,000 of annual Rate Case Expense 

1s initially filed by the Cooperative. After receiving the Company’s revised Rate Case Expense as set 

forth in Rebuttal Testimony, Staff did not modify its original position concerning Rate Case Expense, 

md recommends disallowing the additional $59,522 of annual Rate Case Expense. 

EX A-15, Payne Direct at 7. 
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Staff believes that had SSVEC been more proactive in managing its Rate Case Expense ii 

could have avoided quadrupling those costs. Staff asserts that SSVEC could have avoided t h e  

increase in the Rate Case Expense by (1) determining a rate case budget, (2) evaluating the strength 

of the issues in the case, and (3) assessing the marginal benefit of each cost. Staff states that SSVEC 

did none of these things to manage Rate Case Expense and recommends that all of SSVEC’s Rate 

Case Expense above the original $100,000 estimate be disallowed as unrea~onable.~~ Staff states 

that because SSVEC did not provide a detailed budget of Rate Case Expense, Staff was left with “no 

reasonable alternative but to recommend allowance of SSVEC’s original estimate of rate case 

expense.”38 Staff believes the issue is one of prudency, and that in the absence of documentation to 

support the Cooperative’s activities, “there is no way to make that determinati~n.”~~ Staff argues the 

legal expenses incurred by other utilities is not determinative of what was prudent in this case.4o Staff 

jtates that its treatment of Rate Case Expense is consistent with SSVEC’s last rate case4’ 

SSVEC notes that the original $200,000 that the Cooperative proposed for total Rate Case 

Expense was not an estimate, as the testimony is clear that it was the amount of expense that was 

mown at the time of filing, and that the Cooperative would be revising the number.42 SSVEC also 

usgues that Staff offered no evidence in support of its contention that SSVEC could have managed its 

-ate case expense to avoid quadrupling the original estimate of $100,000. SSVEC asserts that many 

,f the issues that arose in this case could not have been anticipated from the outset, including the 

arge number of data requests (17 sets and 268 questions); the need to engage a power procurement 

vitness to respond to Staff; a three-day hearing; the injection of the 69 kV line issue; the additiotial 

iublic comment session; and issues Staff initiated such as the recommendation to approve the 

P F A C  increases and the reset of the DSM SSVEC asserts that Staff fails to address the 

act that Staff reviewed the invoices and had no problem with them, that the Commission has 

Lwarded other utilities more in rate case expense than is being requested here; that as a cooperative, 

Ex S-7, Brown Surrebuttal at 9-1 0, Tr. at 361. 
Staff Openkg Brief at 5. 

7 

’ Staff Reply Brief at 4. 
’ Id .  at 4. 
‘ Staff Opening Brief at 5. 
Ex A-15, Payne Direct at 7. ’ SSVEC Opening Brief at 25. 
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there are no shareholders to bear the uncovered amount of Rate Case Expense; that when it prepared 

its rate case, SSVEC had no way to know how many data requests would be issued or what additional 

issues would be included in the rate proceeding; that in order to mitigate the rate impact, the 

Cooperative is proposing to spread Rate Case Expense over five years instead of the more typical 

four years; that this rate case could not have been litigated for $100,000; that the Cooperative had to 

answer the data requests propounded by Staff whether it had a budget or not; and that any un- 

recovered Rate Case Expense would be paid from Operating Income which would have a negative 

impact on equity growth. 

SSVEC presented a comparison of Rate Case Expense amounts that have been allowed in 

Dther rate case filings:44 
Decision Revenue No. Approved Rate Amort 
c No. & Reauiremmt Customers Case Exmnse & 

UNS Electric 70360 5/27/08 $171,631,367 93,000 $300,000 3 

4rizona American Water 70351 5/16/08 $9,711,596 23,000 $94.264 4 

JNS Gas 70011 11/27/07 $178,393,000 140,000 $300,000 3 

?ar West Water &Sewer 69335 2/20/07 $1,900,786 5,500 $160,000 3 

3lack Mountain Sewer 69164 12/5/06 $1,375,037 1,957 $150,000 4 

2rizona Water Company 68302 11/14/05 $12,140,321 20,266 $250,000 3 

:hapam1 City Water 68176 9/30105 $7,795,935 12,000 $285,000 4 

' he  Water Company 67 166 8/1-/04 $922,984 2,000 $200,000 4 

4rizona-American Water 67093 6/30/04 $10,331,873 15,000 $4 1 8,94 1 3 

moria Water Company 66849 3/19/04 $18,909,627 29,000 $250,DOO 3 

We do not believe it is reasonable to hold a company strictly to its original estimate of Rate 

lase Expense regardless of intervening events. SSVEC provided invoices supporting all of its Rate 

Zase Expense up to the hearing, and there is no indication that the expenses were unreasonable. This 

vas a complex rate case because it was the first time either SSVEC was being reviewed as a PRM of 

2EPCO-a first not only for the Cooperative, but for Staff In addition, the Cooperative had not 

SSVEC Upcnhg Brief at Anachment A. By way of comparison, SSVEC requested revenue of$lO2,495,149, has 
i1,OOO customers and requestedRate Case Expense of $397,606 amortized over 5 years, 

13 11274 DECISION NO. 
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prepared a rate case in 16 years. There was a large nuniber of data requests, new issues of fuel 

procurement and the injection of the issue of the Sonoita Reliability Project. Some of the rate case 

expenses were incurred as a result of the need to respond to a unique circumstance or issues of first 

impression, that are not likely to arise in the future as both the Cooperative and Staff gain experience 

with SSVEC as a PRM. In this case, we find that a total Rate Case Expense of $300,000 is fair and 

reasonable, and represents a more realistic level of total Rate Case Expense. Spreading recovery of 

this over ten years results in an annual adjusted Rate Case Expense of $30,000, which we find is an 

appropriate level of Rate Case Expense. SSVEC was not definitive about when it expects to file its 

next rate case, but projects between three and eight years.45 Given that it has been 16 years since 

SSVEC’s last rate case, and given the surplus recovery of SSVEC’s prior rate case expenses, we 

believe it is appropriate to amortize SSVEC’s rate case expenses over ten years. The ten year 

recovery period we adopt is longer than usually seen for an investor-owned utility, but not 

unreasonable in light of the circumstances of this case. 

rest Year Operating Income 

With respect to Payroll Expenses, Year End Bonus and Safety Pay and Charitable Expenses, 

Ne adopt Staffs adjustments. As discussed herein, we adjust Staffs recommended recovery of Rate 

Zase Expense. Based on the foregoing, we determine adjusted Test Year Revenues and Operating 

Sxpenses as follows: 

Total Revenues $92,825,281 
Total Expenses $85.1 05,08 1 
Operating Income !$ 7,720,200 
Interest Expense & Other Deductions $ 7,106,255 
Non-Operating Additions $ 667,660 
Net hcome $ 1,281,605 

Thus, in the Test Year, the Cooperative experienced a return on FVRB of 5.81 percent. 

tevenue Requirement 

SSVEC and Staff agree that the Cooperative’s goal of increasing its equity to 30 percent of 

otal capital by 2016 is reasonable. They &,agree, however, un the level of revenue that would be 

’ Tr. at 84-85. 
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required to reach this goal. 

Staff argues that its recommended revenue level will allow SSVEC to achieve the 30 percenl 

?quity goal. Staff assumes SSVEC will pay down its long-term debt by utilizing $3 million from its 

Net Income, and that SSVEC’s future borrowing will be 10 percent lower than SSVEC has projected 

iecause the Cooperative’s growth rates will slow due to economic conditions?6 Staff asserts that 

3SVEC developed its revenue requirement in part to allow for higher capital credit retirements,47 and 

zlade assumptions about long-term debt that are not reasonable, which led Staff to reduce those 

ffisumptions by 10 percent.48 To the first point, Staff believes that given the current economic 

iifficulties nationwide, “it is nut an appropriate time to increase the amount of money taken from 

nembers, simply for the stated purpose of increasing the amount of money to be returned to them in 

he future.” 49 Based on public comment, Stdf does not believe there is member support to increase 

:apital retirements.50 Secondly, Staff asserts that SSVEC admitted that its debt projections 

epresented the minimum amount of debt that it could incur, not that it would incur.5’ Moreover, 

;taff notes that its revenue requirement results in a DSC of 2.12, which exceeds the minimum 

equirement of SSVEC’s lender, the Cooperative Finance Corporation (‘‘CFC’’), which only requires 

, DSC of 1.35. 

SSVEC asserts there is no basis for Staff to lower projected long-term debt by $3 million. 

lSVEC claims that Staff could not explain why it was appropriate for SSVEC to utilize $3 million of 

ts net income to reduce its long-term debt.52 SSVEC states that under Staffs analysis, the 

Iooperative would be $3 million short each year in its efforts to build equity. In addition, SSVEC 

.sserts there is no basis for Sta f f s  assumption that SSVEC’s debt will fall by 10 percent in 2012, as 

here is no evidence in the record to support the claim. Staff testified that because of the “bad 

conomy” Staff does not believe that the Cooperative will grow at the same pace and will not need to 

’ Staff Opening Brief at 6 .  
‘ The Cooperative’s Board of Directors determines annually how much of  its Net Income should be returned to its 
iembers in the form of retired capital credits. 

’ Staff Reply Brief at 2. 
’Id.  at 2. 
’ Tr. at 242. 
’ SSVEC Reply Brief at 4-5, citing Tr at 389-391 and 394. 

Tr. a t  396-397. 
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borrow as much.53 SSVEC argues Staffs 10 pel-cent reduction in long-term debt levels in 2012 was 

an arbitrary determination made to justify lowering the revenue requirernei~t.~~ The Cooperative 

notes that Mr. Huber testified that the Cooperative’s level of capital projects wouId continue into the 

fbture which would necessitate its curre3t level of borrowing.55 SSVEC asserts that Staff offered no 

evidence about the Cooperative’s level of growth or need for plant additions. Consequently, SSVEC 

argues Staffs assumptions are without foundation, and asserts that M i  Huber is the person with the 

most direct knowledge about the capital needs of the Cooperative. SSVEC states further, that it was 

being conservative in its projections by using the minimum amount o f  debt that it will need.56 

SSVEC asserts that Staffs adjustments to income were arbitrary and made solely to reduce 

:he rate increase. SSVEC argues that speculation and arbitrary assumptions are not substantial 

:vidence and cannot be determinati~e.~~ SSVEC argues that its requested revenue requirement was 

kveloped to allow it to reach 30 percent equity capitalization within a reasonable period, and that 

Staffs suggestion that it is seeking additional revenues to fund higher capital credit retirement is 

laseless. SSVEC notes that Mr. Huber testified that it would not be until after the Cooperative 

-cached 30 percent equity that it would seek higher capital credit 

We find that Staffs revenue requirement, adjusted to reflect ow determination ofthe recovery 

if Rate Case Expense, of $100,430,597 will allow the Cooperative to meet its lender’s required 

inancial ratios and achieve a 30 percent equity ratio in a reasonable period of time. This revenue 

eve1 is an increase of $7,6O5,3 I6 or 8.19 percent, over Test Year revenues. 

Rate Design 

hstomer Charge 

SSVEC seeks to increase its monthly customer charge by $5.00, from $7.50 to $12.50 for 

esidential customers, and seeks similar increases in the monthly customer charge for other customer 

:lasses. Staff recommends an increase in the monthly residential customer charge of $0.75 from 

’ Tr. at 396-397. 
’ SSVEC Reply Brief at 6. 
Tr. at 85-87. ’ SSVEC Reply Brief at 7. 
City of Tucson v. Citizens Utilities Water Company, 17 Ariz. App. 477,481 P.2d 551, 555 (Ct. App. 1972). 
SSVEC Rely Brief at 7, c&g Tr. at 233 and 249. 

7 
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$7.50 to $8.25. With the exception of the amount of the customer charges, SSVEC has agreed tc 

StafFs recommend time-of-use rates (“TOU ). 99 59 

SSVEC presented a cost study that shows the cost of serving a residential customer is $23.31 

per month. Staff accepts the Cooperative’s cost study. SSVEC argues that its proposed increase in 

the customer charge is more reflective of the cost of providing service, and that to send a propeI 

pricing signal, the fixed customer charge component of the rate should be increased closer to the 

actual cost. SSVEC states that while Staffs characterization of the customer charge as a 67 percent 

increase is technicaIly correct for a customer with no kWh usage, it is misleading because it singles 

out only one component of the requested increase.60 

SSVEC also notes that the Commission has previously approved increases in customer 

charges for other cooperatives which are similar to those SSVEC requests in this case. For example, 

3SVEC notes that in its last rate cases, Trico’s residential customer charge was increased from $8,00 

:o $12.00 per month, and Navopache’s residential customer charge was increased fiom $11.25 to 

$18.30 per month. 

Staff notes that the Cooperative admits that an increase in the customer charge promotes the 

ie-coupling of rates, thereby making SSVEC less dependent upon the sale of energy to recover its 

iistribution costs.61 Staff believes that its proposal, under which the Cooperative would recover 35 

xrcent of the customer related costs, is a more reasonable step than the Cooperative’s proposal 

which recovers 54 percent af customer related costs. 62 Staff believes it is unreasonable to expect 

mtomers to “absorb increases that average 63.08 % in one step.” 63 Staff claims that a significant 

mm-ease in the monthly customer charges makes it more difficult for customers to implement 

:onservation measures to reduce the amount of the total monthly bill. 

The following lists the current, Staff proposed and SSVEC proposed monthly customer 

;barges: 

’’ SSVEC Opening Brief at 10. 
a Ex A-9 Bedrick Rejoinder at 16. 
” Ex A-8 Hedrick Rebuttal at 2 1. ’’ Staff Opening Brief at 15. 
l 3  Id. at 5-9; Ex S-9 Musgrove Surrebuttal at 3. 
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Residential 
Residential TOU 
GS (Non-Demand) 
GS Demand 
GS TOU 
Large Power 
LP Seasonal 
LP TOU 

Current 
$7.50 

$1 1.40 
$1 1.50 
$11.50 
$12.75 
$42.00 
$50.00 
$43 $4 

7 Staff 
$ 5.25 
$13.25 
$13.50 
$13.35 
$14.45 
$44.25 
$56.25 
$44.45 

DOCKET NO. E-01575A-08-0328 

SSVEC 
$12.50 
$13.25M 
$17.50 
$17.50 
$21.50 
$75.00 
$75.00 

$100.00 

We will adopt Staffs proposed monthly customer charges. 

service Related Charges 

SSVEC’s current servicg charges and the recommended charges are a s  follows: 65 

teturn Check 

3xisting Member Connect Fee-Regular Hours 

zonnect Fee-After hours 

qew Connects 

Von-Pay Trip Fee - Regular Hours 

4on-Pay Trip Fee - After hours 

;ervic.e Charge Regular Hours 

iervice Charge After hours 

Existing 

$15.00 

25.00 

45.00 

0.00 

25.00 

45.00 

45.00 

45 .00 

SSVEC 
proposed 

$25.00 

50.00 

75.00 

50.00 

50.00 

75.00 

50.00 

75.00 

Staff 
recommended 

$25 .OO 

40.00 

75.00 

50.00 

40.00 

75.00 

50.00 

75.00 

Staff and SSVEC agree on all service fee charges except for Existing Member Connect- 

kegular Hours and Non-Pay Trip Fee- Regular Hours. SSVEC is proposing $50 for each of these 

harges, while Staff is recommending $40. 

SSVEC argues that its proposed increase in service related charges moves the charges closer 

3 the actual cost of providing the service, and helps to mitigate the need fox the Cooperative to 

ubsidize the costs of these services. The Cooperative’s studies indicate the cost of the Member 

‘ The Cooperative initially proposed a $16.50 customer charge for Residential TOU, but the Cooperative subsequently 
dopted the Stafrs proposed TOU rates. Accordingly, we will approve Staffs proposed customer charge of $13.25 to 
revent over-coIlection from the Residential TOU customers. 
Those in bold are the only disputed charges. 
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Connect Fee to be $94.78 and the Non-Pay Trip Fee to be $138.29.66 

Staff asserts that the difference between what SSVEC is proposing and what Staff is 

recommending with respect to these two services would produce approximafdy $200,000 in 

additional revenues, which is more than a de minimus amount.67 Staff could not incorporate the $50 

€ee for these charges in its rate design without producing a material amount of additional revenue 

wer the amount of the total revenue increase being recommended. Furthermore, Staff argues its 

aroposed increases for the disputed charges are supported by increases experienced in related labor 

:os& over the 16 year period since SSVEC’s last rate case. 

SSVEC claims that Staffs recommended. allocations have no bearing on whether the 

Zooperative’s proposed service charges are just and reasonable.68 SSVEC asserts that Staffs 

ipproach that considered the increase in the cost of labor since 1993 did not take into account 

vhether the rate established in 1993 covered the Cooperative’s actual cost of providing the service,69 

SVEC argues that to the extent the Cooperative was not recovering its costs in 1993, it is not the 

tppropriate starting point ta set the rate in 2009. The Cooperative believes that the establishment of 

tppropriate service charges is a clear way to achieve the Commission expressed goal -- that to the 

:xtent practical, the costs of providing the service should be borne by those who cause the costs to be 

n~urred.~’ 

We believe Staffs recommended service charges are reasonable. 

Residential TOU Participation 

The Commission is concerned by the lack of participation in the Cooperative’s Residential 

TOU program, and believes this may signal that the Cooperative’s Residential TQU program does 

lot offer ratepayers a realistic opportunity to save money by shifting their usage to off-peak hours. 

Me will require the Cooperative to submit an annual report to the Commission detailing the total 

lumber of Residential TOU ratepayers and the savings or losses experienced by the participants on 

he Residential TOU plan. 

Ex A-& Hedrick Rebuttal at 24; Schedule DH-2 1. 
Tr. at 477-47 8. 3 

’ SSVEC Reply Brief at 28. 
’ SSVEC Opening Brief at 51. 
Ex A-9, Hedrick Rejoinder at 17. 
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If, after two years from the effective date of this Decision, less than 10 percent of eligiblr 

ratepayers are participating in Residential TOU plan, we will require SSVEC to file a plan, foi 

Commission approval, to increase participation in the Residential TOU plan to at least 10 percent 

The plan may include, among other things, additional advertising of the Residential TOU plan 01 

nodifications to the on-peakloff-peak hours or rates of the PIan. 

Demand Side ManaPement and Renewable Enerey Standard Tariff 

As part of this application, SSVEC submitted for Commission approval three new DSM 

xograrns and modification to one of its existing programs. The proposed new programs include: (11 

m Energy EXcient Water Heater Rebate Program; (2) the Commercial and Industrial Energq 

3fficiency Improvement Loan Program (“C&ILP”) and (3) the Energy Efficient New Home 01 

ternodd Rebate Program. SSVEC proposed modifications to its existing loan program which is now 

leing called the Energy EMicient Improvement Loan Program (“EEILP’). As previously noted, the 

parties agreed that in lieu of filing a separate application for approval o f  the new DSM programs, 

h f f  would make its recommendations concerning the DSM programs in a late-filed exhibit to this 

rroceeding .” 

ISM and Renewable Energy Standard Tariff Adjustor mechanisms 

In its pre-hearing testimony, Staff enumerated sixteen recommendations relating to DSM and 

he Renewable Energy Standard Ta.riff (rrREST’r).72 Staff recommends as follows: 

I .  SSVEC file with Docket Control a revised version of rhe DSM program 

description that removes reference to Time-of-Use (“TOLJ”) rates and controlled 

rate program for irrigators; 

2. Costs prudently incurred in connection with Commission-approved DSM 

activities be recovered entirely through a DSM Adjustment Tariff;73 

3, Commission-approved DSM costs should be assessed to all SSVEG electric 

customers as a clearly labeled single line item per kWh charge on customer bills; 

Staff addressed its recummendations concerning the DSM adjustor mechanism in its pre-hearing testimony and made 
:commendations concerning the new DSM proparm and the 2007 and 2008 DSM program expenses in the 
upplemental Testimony of Steve Imine dated May 22,2009. 
Ex S-IO, Imine Direct at 23-25. 
Heretofore, SSVEC recovers DSM program costs through its WPCA. 
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4. Should the Commission approve SSVEC's recommendation to include some parf 

of DSM program expense in base rates, it should be clarified that a negative 

DSM adjuster may be used to lower DSM program expense recovery below the 

rate included in base rates; 

5 .  SSVEC continue to report on DSM program expenses ~erni-annually;'~ 

6. SSVEC file the DSM program expense reports in Docket Control and that 

SSVEC redact any personal customer information; 

7. SSVEC's DSM program expense reports should indude the following: (i) the 

number of measures installedhomes built/participation levels; (ii) copies of 

marketing materials; (iii) estimated cost savings to participants; (iv) gas and 

electric savings as determined by the monitoring and evaluation process; (v) 

estimated environmental savings; (vi) the total amount of the program budget 

spent during the previous six months and, in the end of year report, during the 

calendar year; (vii) the amount spent since the inception of the program; (viii) 

any significant impacts on program cost-effectiveness; (ix) descriptions of any 

problems and proposed solutions, including movements of funding from one 

program to another; (x) any major changes, including termination of the 

program. SSVEC should file its new proposed DSM adjustor rate with Docket 

Control by March 1" of each year, and that such filing be considered and 

adjudicated by the Commission in Open Meeting; 75 

8. SSVEC's DSM adjustor rate be reset annually on June 1'' of each year and that 

the per kwh rate be based upon currently projected DSM costs for that year (the 

year for whch the calculation is being made) adjusted by the previous year's 

over- or under-collection, divided by projected retail sales (kwh) for that same 

year; 

The parties have agreed that the semi-annual reports should be filed by March 1* (for the period July through 
kecember) and by September 1" (for the period January through June). 
Stafforiginally recommended the DSM adjustor reset be filed by April I ", but agreed with the Cooperative's request to 

we the DSM adjustor reset filing due at the same time as its adjustor report. Staff Opening Brief at 8-9. 
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9. SSVEC’s annually proposed new DSM adjustor rate become effective on Juni 

1’‘ after approval by the Commission; 

10. SSVEC submit proposed programs to the Commission for approval; 

11. SSVEC file an application requesting approval of the new DSM program! 

proposed by SSVEC as part of this rate ap~l ica t ion ;~~ 

12. The initial DSM adjustor rate be set to recover prudently incurred DSM cost: 

associated only with approved programs presently in place; 

13. Prudently incurred costs associated with approved DSM programs that have beer 

factored into the WFCA/WPFCA account balance remain in the WPFCA 

account balance; 

14. The adjustor rate be set at $0.00088 per kWh77 until the annual reset of thf 

adjustor rate; 

15. The Commission authorize an adjustor mechanism for SSVEC to replace the 

REST Surcharge; and 

16. SSVEC file with the Commission a REST tariff with conforming changes within 

30 days ofthe date of the Decision in this case to reflect recovery through the 

adjustor rather than through the surcharge used currently. 

SSVEC agrees to Staffs recommendations, except that SSVEC argues that the June Ist reset 

late (Recommendation No. 9) should be a “had” deadline, such that the new DSM adjustor rate 

{odd go into effect automatically unless the Commission acts prior to June 1. 

Staff argues that SSVEC’s position for an automatic reset of the DSM adjustor is not 

ppropriate. Staff asserts that having the DSM adjustor rate adjudicated by the Commission will 

llow the Commission to directly manage recovery of DSM costs and consider the impact on 

atepayers. Staff believes that because changes to the DSM adjustor rate have a direct impact on 

ustomer bills, it is appropriate that the adjustor rate be reset by order of the Commission. Staff notes 

urther that there is no need for an automatic reset of the DSM adjustor rate because SSVEC would 

As stated previously, Staff agreed to review and recommend SSVEC’s new DSM programs as part of this proceedmg. 
Originally Staff recommended $0,000256 per kwh, but revised the figure after Staffs recommendations for the new 
SM programs. 
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be able to continue to recover its DSM program expenses through the existing rate. Staff states thal 

uncollected expenses are recorded in the DSM adjustor account and can be recovered through fiturc 

rates, and that in the Iong run SSVEC would see no loss for having waited to implement a new 

adjustor rate. 

SSVEC is concerned that even by filing its proposed DSM adjustor rate by March 1 of each 

year, the Commission is unlikely to be in if position to approve the filing on or before June le7* 

According to SSVEC, its proposal for an automatic adjustment absent Commission action would not 

deny the Commission the opportunity to consider and approve the matter; provides flexibility; gives 

;he Commission 90 days to act; allows the Commission to ‘true-up” the adjustor the following year; 

gves the Cooperative certainty by not having to wait to recover additional program expenses; and 

would give SSVEC more motivation to promote and expand DSM programs.79 SSVEC asserts 

staffs position does not consider that the process to reset the DSM adjustor can take as long as four 

)r five months to approve, and that DSM program expenses that SSVEC incurred in the prior 

:alendar year could not be recovered until the Commission acted. SSVEC is frustrated by the 

ipproval process because it is outside of the Cooperative’s control, and in the past it has taken years 

o obtain approval to collect DSM program expenses.” SSVEC claims it is not in a financial position 

o Yay out” money for extended periods while it waits for Commission approval.81 

In addition, SSVEC requests that there be language as part of this Order that would not 

ireclude SSVEC from filing for a reset of its DSM adjustor more than once a year if the Cooperative 

Ieemed it necessary.82 Staff does not oppose this req~est.~’ 

We agree with Staff that the new DSM adjustor rate should not go into effect except by 

hmmissiun Order. The DSM adjustor has a direct impact on customer bills, and to have the new 

Ex A-18 at 6. ’ SSVEC Reply Brief at 25. ’ From the period 2001 through 2006, SSVEC submitted semi-annual DSM program expenses for Staff approval 
iursuant to the mechanism established in the last rate case. In that period, SSVEC submitted DSM program expenses 
otaling $549,929; Staff did not approve $502,414 of such expenses until July 8, 2009. &e Tr at 564-566; and Ex. A-24 
.nd A-25. SSVEC submitted its 2007 and 2008 DSM expenses for Staff approval on a semi-annual basis, such expenses 
vere not approved until Staff filed the Supplemental Testimony o f  Mr. Irvine with its Opening Brief in this matter. See 
Tr. at 566-567; and also Late-filed Supplemental Testimony of Mr. Imine. 

SSVEC Opening Brief at 49. 
Id. at 50. 
Tr. at 58 1-2. 
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rate go into effect automatically would diminish the Cornmission's ability to implement rates. Staff 5 

recommendation on this issue is consistent with recent Commission policy and actions. Under such 

procedures, the Cooperative is protected in that uncollected expenses associated with approved DSM 

programs will be recovered in the DSM adjustor account and can be recovered through future rates. 

We also believe that the Cooperative's request to be able to file for a change to its DSM 

adjustor mure than once a year if the Cooperative has a valid need is reasonable. Such authority 

allows the Cooperative to react quickly to changing cirwnstances. However, the Cooperative should 

be judicious in deciding when to make extra filings, as too frequent requests to reset the DSM 

3djustor would increase costs and may cause customer conhsion. Because the DSM adjustor is 

3ased on a projected budget, the Cooperative should only need to make an additional filing if it needs 

.o implement a new program with substantial benefits, or additional funding is required for an 

:xisting program that has demonstrated substantial system or societal benefits. 

SSVEC agrees with Staff Recommendation No. 20 that new DSM programs be submitted to 

he Commission for approval. SSVEC requests, however, that it be permitted to offer new DSM 

irograms to its members prior to Commission approvaI and report the related expenses as part of its 

;ern]-annual reports. SSVEC acknowledges that if the new program is not subsequently approved by 

he Commission, it would not be permitted to recover the expenses associated with that program. If 

lowever, the new program is approved by the Commission, SSVEC would be able to recover the 

ssociated expenses through the DSM adjustor, and have them trued-up to the date it started offering 

he program. Staff agrees with SSVEC's position ofi new DSM 

We concur with the parties' position concerning new DSM programs. This understanding 

vill allow SSVEC to implement new, beneficial DSM programs in a timely fashion. Customer rates 

vould not be affected, unless and until the Cornmission approves the program and then also approves 

change to the DSM adjustor rate. 

With respect to Recommendation No. 13, SSVEC agrees with Staff that DSM p r o g a  

xpenses that have not yet been fully recovered through the WPCANF'FCA would remain in the 

~- ~ 

' Staff Opening Brief at IO. 
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7 and 2008 program expenses that were under review by Staff during 

this proceeding for approval pursuant to Decision No. 58358 would also be recovered though the 

WPFCA.85 The parties agree that all 2009 approved DSM p r o p m  expenses will be reported and be 

potentially recoverable through the DSM adjustor.86 

Mew DSM Programs and 2007 and 2008 DSM expenses 

SSVEC proposed DSM programs including an Energy Efficient Water Heater Rebate 

program, a Commercial and Industrial Energy Efficiency Improvement Loan program, and Energy 

Efficient New Home or Remodel Rebate program, Staff also reviewed and made recommendations 

;oncerning SSVEC's DSM Expense Reports for 2007 and 2008. 

With respect to the above, Staff recommends: 

1. Approval of the Energy Efficient Water Heater Rebate program with certain 

changes; 

2. To be eligible for the rebate, the energy factor for the purchased water heaters must 

be greater than the federal standard for new manufacture; 

3. The water heater rebate should be set at $1 00; 

4. SSVEC operate the water heater program without providing incentives for tankless 

water heaters at this time; 

5.  The Commercial and Industrial Energy Efficiency Improvement Loan program be 

approved as a pilot-program for a period of 16 months, and that following the 12'h 

month of program operation, SSVEC make a filing detailing its experience with the 

program and a recommendation regarding continuation of the program; 

6. Loans made in the Industrial Energy Efficiency Improvement Loan program be 

inter est fiee; 

7. The Energy Efficient Improvement Loan Program be interest-fiee in order to make 

them more accessible to customers; 

8. The proposed Energy Efficient New Home or Remodel Rebate program be denied; 

On May 22, 2009, Staff issued a letter to the Cooperative approving $4 16,383.11 of SSVEC's 2007 and 2008 DSM 

Staf f  Opening Brief at 1 1 e 
3rogram expenses, which expenses will be recovered through SSVEC's WPCNWPFCA. 
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9. SSVEC discontinue offering any incentive related to the replacement of any heating 

or cooling appliance using an energy source othcr than electricity with rn electric 

appliance in order to promote he1 switching. 

Additionally, Staff recommends a DSM budget for SSVEC as followsg7: 

Residential Frofframs 

Residential Energy Management $50,000 

Touchstone Energy Efficient Home Program $175,000 

Energy EMicient Water Heater Rebates $25,000 

$20,000 

$200,000 

Energy Efficient Heat Pump Rebate 

Energy Efficient Improvement Loan Program 

Commercial and Industrial Promms 

Commercial and Industrial Energy Management 

C and I Energy Efficient Improvement Loan Program 

Energy Efficient Water Heater Rebates 

Energy Efficient Heat Pump Rebate 

$4,500 

$150,000 

See Above 

See Above 

Advertising Promam 

Advertising brochures $80.000 

Total Annual DSM Budget $704,500 

Based on the foregoing, Staff recommends the new DSM adjustor rate should be $0.00088 per 

:Wh.’* The DSM adjustor is calculated by dividing the budget of the appraved projects by the 

’ Staff Reply Brief ai 6, Attachment 1. 
SSVEC agreed with the recommendations in Mr. Imine’s Supplemental Testimony, except if had two concerns with 

taff s recommendation that the BEILP interest rate be lowered from 3 percent to 0 percent to make it more accessible to 
ustomers. First, SSVEC was concerned that Staffs recommendation would result in increased costs to the Cooperative 
%at were not reflected in Stafrs recommended DSM adjustor rate of $0.000474 per kWh. Second, based OR focus group 
iformation, by lowering the interest rate, the Cooperative expects more customers will participate in the program, and it 
rould incur additional expenses more quickly. Consequently, SSVEC discussed the matter with Staff and requested that 
) cover the costs of the C&ILP and EEILP, the adjustor rate be increased to $0.00088 per kWh. With th is  agreement to 
le DSM adjustor rate, the Cooperative states it agrees with all of Staffs recommendations set forth in the Supplemental 
‘estimony. Staff agrees with the $0.00088 per kWh. See Staff Reply Brief Attachment I . .  
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projected kWh retail sales ($704,500/799,860,156 kWh’s=$0.000881 per kWh). Staff calculates that 

for a residential customer on the Residential Service - Schedule R tariff with average monthly usage 

of 728 kwh, the initial DSM adjustor rate ($0.00088 per kWh) would result in a monthly charge of 

$0.64, or $7.69 per year. According to StaK a commercial customer on the General Service - 

Schedule GS tariff, using the monthly average of 483 kwh, would pay a monthIy charge of $0.43, or 

$5.10 annua11y.89 

Staffs recommendations concerning SSVEC’s DSM programs and the initial DSM adjustor 

are reasonable and we adopt them. 

WhoIesaIe Power and Fuel Cost Adiustor (“WPFCA”] 

The Wholesale Power and Fuel Cost Adjustor is a purchased power adjustor that uses charges 

3r credits to allow the Cooperative to collect or refund the difference between the base cost and the 

ictual cost of wholesale power. Currently, SSVEC has the authority to change the fuel adjustor rate 

without Commission approval. In this case, SSVEC proposed thar it be allowed to adjust the 

WPFCA rate without Commission approval unless such adjustment would result in a cumulative 

innual increase in the total average rate collected fiom customers per k W h  greater than 10 percent.” 

3SVEC further requests that any increase submitted to the Commission for approval in excess of the 

LO percent limit would become effective in 60 days unless the Commission took action.’] SSVEC 

:lairns that its proposal would allow it to recover routine fluctuations in fuel costs in a timely manner, 

)ut the 10 percent limit would ensure that a significant increase would not be implemented unless 

pproved by the Commission. The Cooperative also requests that the WPFCA include fuel costs that 

would arise from its own generating units. 

Staff recommends that SSVEC be required to submit proposed increases to the WPFCA rate 

o the Commission for approval, but not be required to seek approval for decreases to its WPFCA 

*ate.92 In addition, Staff recommends establishing thresholds rhat would trigger changes in the 

WFCA for both under- and over- collected bank balan~cs.9~ Staff recommends a $2 million 

Staff Reply Brief, Attachment 1. 

Id. 
Ex S-12 McNeely-Kirwin Direct at 7-8. 
Id. 

’’ Ex A-8 Hedrick Rebuttal at 19. 
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threshold for under-collection and a $1 million threshold for over-collection. Under Staff 5 

recommendation, SSVEC would be required to file an application to increase the WPFCA rate eithei 

when the bank balance reaches the $2 million threshold for under-collected balances for twc 

consecutive months, or when it reasonably anticipates that the threshold will be reached within six 

months and would continue at or above the threshold for two or more consecutive months. Stafi 

zsserts that the threshold would limit the size of any negative bank balance that could accumulate, 

limit increases to the WPFCA, and limit rate shocks to customers. Under Sta€f‘s proposal, SSVEC 

;odd return over-collected bank balances to its customers at anytime, except that it must return over- 

:ollected amounts once the over-collected bank baIance reaches $ I  million and remains over that 

heshold amount for two consecutive months. Staff states that this mechanism would ensure that 

>ositive bank balances arc returned to customers in a timely and predictable fa~hion.’~ Staff does not 

%pippose the collection of fuel costs associated with future Cooperative owned generation 

Staffrecommends certain hue1 expenses that should be included in the WPFCA. 96 

SSVEC agrees with Staffs recommended threshold amounts.97 SSVEC argues, however, that 

t should not have to seek Commission approval every time it determines it must increase the 

iVPFCA. SSVEC does not believe that Staffs position takes into account that despite being a PRM, 

he Cooperative will obtain approximately 80 percent of its power needs fiorn AEPCO, and that 

hrough 2012 it could obtain as much as between 75.3 and 88.3 percent of its power from AEPCO. 

SVEC claims it cannot control the fuel costs that AEPCO passes through to its members in 

IEPCO’s Commission-approved adjustor. SSVEC asserts that Staffs position will result in the 

:omission reviewing power costs twice because the majority of such costs will have been reviewed 

or AEPCO prior to the pass through to SSVEC. 

SSVEC claims that having to file for any and all increases to its WPFCA would: (i) 

.egatively impact its ability to administer its bank balance; (ii) require the Cooperative to use its net 

ncorne to “lay out” the money to purchase the power for extended periods of time; (iii) require the 

‘ Id .  at 9. 
’ Ex S- 12 McNeeIy Kinvin Direct at I 1. 

I SSVEC Reply Brief at 17. 
’Id. At 11-12. 
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:xpenditure of time, money and resources for a Commission proceeding to implement even a small 

ncrease; (iv) cause significant delay in its ability to recover costs; and (v) hinder its ability to comply 

viL5 the under-collection bank balance threshold. SSVEC asserts the agreed-upon thresholds for 

inder- and over-collections will address S t S s  concerns about rate shock. SSVEC believes that 

ltaffs position is an over-reaction to an anomalous situation in 2008 when he1 prices were 

specially volatile during SSVEC's first year of operations as a PRM. 

SSVEC argues further that if the Commission requires SSVEC to file for increases in the 

VPFCA, the agreed-upon WPFCA rate should be considered an initial ceiling for adjustment 

lurposes. Under this proposal, if the WPFAC rate is lowered such that it is below the initial rate, 

ien SSVEC would not need to seek Commission approval to raise the rate back to the original 

2ve1.gB Staff opposes this proposal." 

Alternatively, SSVEC proposes that if the Commission requires the Cooperative to file for an 

icrease in its WPFCA, the increase should go into effect if the Commission does not act upon the 

ding within 60 days.''* SSVEC nates that Staff admits that it can take as long as four or five months 

>r the Commission to approve an adjuster reset."' Moreover, SSVEC claims, the Commission has 

pproved adjustors for AEPCO,''' Arizona Public Service"3 and UNS Electric'04 that go into effmt 

nless suspended by the Commission. SSVEC requests to be treated in the same manner in the event 

ie Commission requires it to seek approval of all WPFCA increases. In addition, SSVEC requests 

iat if the Commission requires it to seek approval: for all WFCA increases, that power purchased 

rom AEPCO that is passed through the Commission-approved AEPCO adjustor should not be 

onsidered for purposes of an increase to the WPFCA.'05 

On May 22,2009, Staff issued a letter to the Cooperative approving $4l6,3 83.1 I of SSVEC's 

007 and 2008 DSM Program expenses, which expenses will be recovered through SSVEC's 

SSVEC Opening Briefat 36. 
'Tr. at 610-11. 
Io SSVEC Opening Brief at 57-8. 
' Tr. at 539. 
' Decision No. 68071 (August 17, 2005). 

Decision No. 69639 (June 11, 2007). 
'Decision No. 70360 (May 27,2008). 

SSVEC Opening Brief at 39. 

3 
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WPFCA. SSVEC requests that these costs associated with 2007 and 2008 DSh4 programs should be 

excluded for purposes of increases in the WPFCA and the $2 million under-recovery threshold. StaB 

opposes such treatment.’06 SSVEC argues Staffs position makes no practical sense because the 

DSM costs at issue were already expended and once recovered will be gone. SSVEC states that an 

additional “$416,383.11” in the adjustor bank balance will not cause rate shock and its inclusion is a 

temporary clean-up fiom the 1993 Rate Decision. 

Staff argues that requiring Commission approval of any increase in the WPFCA rate would 

allow the Commission to ensure that SSVEC is requesting an appropriate WPFCA rate and that 

supporting projections are reasonable. Staff argues further that requiring Commission approval 

allows the Commission to assist in designing cost recovery to limit rate shocks by instituting 

graduated increases and limiting increases during the peak-usage months.lo7 Staff believes that 

SSVEC’s recent conversion &om an ARM to a PRM has caused its energy costs to be more volatile, 

which has impacted the WPFCA rate. Staff argues that the Commission’s rate making authority and 

obligation to set fair, just and reasonable rates includes the ways in which purchased power or fuel 

:osts are passed on the customers. 

Staff opposes the Cooperative’s proposal for automatic adjustment because there is no way to 

determine what the impact would be on customer bills, and because Staff believes the proposal is 

mduly complex and difficult to track for compliance reasons. Furthermore, Staff asserts that the 

:omplexity of the proposal makes it unlikely to be transparent to ratepayers.’Os Staff states that the 

estirnony at the hearing illustrates the complexity a d  ambiguity in SSVEC’s proposal, as it is not 

:]ear whether SSVEC’s proposal is premised on a 10 percent change in fuel costs, as suggested in 

vritten testimony, or whether it is based on a 10 percent change in the total customer bills, as it 

tppears irt verbal testimun y. 

Staff asserts that SSVEC’s argument that requiring Commission approval of the WPFCA will 

esult in double review of the AEPCO portion of the fuel costs is not persuasive. Staff claims that if 

O6 Tr. at 608-09. 
Ex S- 13 McNeely-Kinvim Surrebuttal at 2. 
Tr. at 598. 

)7 

18 

39 Tr. at 256-57 and 663. 
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the AEPCO portion of the WPFCA has already been reviewed by Staff and approved, Staff would 

take notice of that fact in reviewing that component of the SSVEC WPFCA rather than “re-invent the 

wheel.”’ lo 

Staff asserts that SSVEC’s request that in the event the Commission orders that it file for an 

increase to its WPCA, that the increase should go into effect automatically if the Commission does 

not act on the request within 60 days, is also inappropriate because it would prevent the Commission 

from evaluating and considering the circumstances leading to the request.’” Staff states that SSVEC 

bas failed to demonstrate why a 60-day turnaround time is necessary or why the longer turnaround 

time is more than an inconvenience rather than a hardship.“2 

We agree with Staffs recommendation that SSVEC must apply for approval of any increase 

to its WPFAC rate. We do not find it in the public interest to allow increases in the WPFAC rate 

without Commission approval at this time. Neither are we convinced that the rate should be allowed 

to increase if the Commission does not act within 60 days. The Commission has limited resources 

and cannot determine in advance the demands that will be placed on those resources. The potential 

impact on rates is significant and it is not in the public interest for the Commission to abdicate its 

authority over rates. We believe that if it is true that the primary component of the WPFCA will be 

attniutable to fuel costs passed through by AEPCO in its adjustor, Staffs review of any SSVEC 

application will be made all the easier and SSVEC should not experience long delays. We do not 

find the Cooperative’s proposed limits on the automatic adjustment to be easily understood or tracked 

and believe that would create confusion for compliance and among ratepayers. 

We concur with the pasties that the WPFCA may include he1 costs associated with future 

Cooperative owned generation units, but make no conclusions at this juncture about the prudency of 

these potential future costs. We also adopt Staffs recommendations as set forth in the direct 

testimony of Ms. McNeely-X;(irwin concerning the costs that are appropriately included in the 

WPFAC. 

We agree with the Cooperative that the $416,383.1 1 of DSM costs for 2007 and 2008 that are 

‘lo StaffReply Brief at 6. 
Id. 

‘I* Id. 
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being collected as part of the WPFAC should not be included in the under-collected balance for 

purposes of determining if SSVEC has reached the $2 million threshold for filing a request to 

increase the WPFAC. These DSM costs are a finite sum and have already been incurred. Once 

collected they will not re-accrue. There is no reason for ratepayers to pay increased rates on account 

of these 2007 and 2008 DSM expenditures. 

Power Procurement 

By changing from an All Requirements Member ("ARAd") to a PRM, SSVEC is responsible 

for procuring whoIesale power needed to supplement the power that it obtains from AEPCO. SSVEC 

bas estimated that it will receive approximately 80 percent of its power from AEPCO and 20 percent 

From other sou~ces."~ 

Staff believes that since becoming a PFW, SSVEC has substantially increased its 

responsibility for ensuring reliable and economic service to its customers, including planning for 

jower supplies, power purchases, identifying and evaluating power supply alternatives, selecting its 

>referred power suppliers, and implementing management's decisions. Staff notes that although 

3SVEC states it expects to obtain only 20 percent of its power needs f b m  sources other than 

1EPC0, it is only required to purchase approximately 47 percent of its wholesale power from 

4EPC0.'14 Thus, Staff believes SSVEC's power procurement policies and performance could have a 

mbstantial effect on its costs. Staff agrees with SSVEC that 2008 was an anomalous year, not just 

jecause power prices were unusually volatile, but because SSVEC was developing more expertise 

)perating as a PRM. 

Because of SSVEC's new PRIM status, Staff recommends that SSVEC develop more formal 

witten procurement policies and procedures. Staff did not recommend that SSWC adopt specific 

irocedures concerning power procurement, but rather Staff developed criteria that it believes SSVEC 

.hould consider when developing Written procurement policies. Staff believes the policies and 

n-ocedures will provide guidance to, arid a benchmark for, measuring the performance of those 

esponsible for procuring power. Staff believes that top-level management should adopt the 

l3  Ex A-5 Brian Rebuttal at 3. 
l4 Tr. at 172-73. 
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procedures to ensure the policies are given high priority. Staff states further that SSVEC needs to 

create a mechanism that allows it to systematically evaluate progress and results, by allowing SSVEC 

to compare its chosen procurement options with available alternatives.’ l5 In addition, Staff 

recommends the Written procedures include a provision that allows SSVEC to update them, in order 

to have flexibility when conditions warrant. l6 

In addition, Staff recommends a prudence review of SSVEC’s purchased power procurement 

process in the next rate case or three years, whichever is first. Staff explains the timing is designed to 

give SSVEC time to fully develop and implement its written purchase procurement policies.’17 

SSVEC argues there is a difference between a for-profit and a non-profit entity with regard to 

power purchases. SSVEC states that SSVEC’s management and Board of Directors are evaluated, in 

>art, based on their decisions with regard to power purchasing, and if its costs are too high, the 

:ooperative’s membership can overturn the Board, or the Board could change management. SSVEC 

ugues that unlike an investor-owned utility, with a cooperative, it is the ownedmembers who are 

laying the he1 costs, while with an investor-owned utility, the owners do not pay the costs of power. 

4ccording to SSVEC, the conflict between outside owners and ratepayers in the investor-owned 

nodel is the fundamental basis for regulation and for prudence reviews. SSVEC argues the natural 

ncentive to keep rates low in a cooperative makes the prudence review unnecessary. SSVEC asserts 

hat the Commission already monitors SSVEC’s cost of power when SSVEC files monthly reports, 

rnd has the ability to review and evaluate SSVEC’s power procurement activities, and can at any 

.ime request more information from SSVEC to further evaluate SSVEC’s activities. 

Furthermore, SSVEC notes that as a cooperative, any costs found to be imprudent as part of a 

srudence review cannot be charged to anyone other than the member ratepayers, as there are no 

shareholders to bear the brunt of such costs. SSVEC argues that it always endeavors to avoid 

mprudent costs, and the existence of a requirement to undergo a future prudence review will not alter 

its activities to procure power at the lowest possible cost. SSVEC believes that imposing the 

quirement of a prudency review would cause SSVEC to devote additional and significant time, 

Tr. at 119. 15 

l6 id. 
‘7 Ex 5-3 Mendl Surrebuttal at 2. 
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limited resources, and expense, and is an over-reaction to the unique circumstances that arose ir 

2008. 

Staff, however, believes that SSVEC takes a too narrow view of the function and value of: 

prudence review. Staff does not believe that SSVEC’s status as a nonprofit is relevant, because the 

effect of higher than necessary fuel costs on customers is the same despite its non-profit cwperative 

structure. Staff states that a prudence review would simply improve the power procurement process 

tb make it more transparent.”8 

Staff does not believe the monthly filings or the best practices obligations for fuel purchases 

xovide the same safeguards as a prudence review. Staff states it has found that in surne instances 

[he monthly filings are inaccurate and need to be corrected. Staff does not believe that they create a 

:omplete picture that a prudence review would provide. According to Staff, the best practices for 

Fuel procurement only apply to longer term contracts, while a prudence review would focus on the 

nternal processes to determilie how much to bid, when tu bid, and the specific types of products 

ieing sought. 

A prudence review does more than determine how fie1 procurement costs should be allocated 

)etween owners and ratepayers. It can help determine the effectiveness of SSVEC’s procurement 

tolicies and how well its management is able to operate under these policies. The information about 

nanagement’s effectiveness, or the tools to evaluate management with respect to fuel procurement 

nay not be readiIy available to cooperative members, and consequently, members may not be able to 

nake well-informed decisions concerning management’s effectiveness in this area. On the other 

land, if a review indicates that firel procurement has not been prudent, there are no shareholders to be 

mharged with the imprudently incurred costs. We do not have to decide now whether a fuel 

rocurement prudency review should be required in three years or in the next rate case. We believe it 

j: better to allow Staff to determine in the next rate case, based on intervening facts, how best to 

nvestigate SSVEC’s fuel procurement policies and practices. This may result in a full prudency 

eview, or it may involve a lesser investigation. Now that SSVEC is a PRM, such review is 

Tr. at 123. 8 
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appropriate and could either validate management’s performance or result in recommendations to 

improve the process. By not mandating a full-blown prudency review now, we avoid committing 

Commission and Cooperative resources to a potentially expensive undertaking even if in the future, 

SSVEC ends up taking the vast majority of its power from AEPCO, or it is otherwise apparent that a 

prudency review is not necessary or unlikely to be helpful. SSVEC will be filing for changes to its 

W F C A  as well as other reports, and Staff will be able to monitor how the Cooperative’s he1 

purchases are affecting rates and can request additional information from SSVEC or conduct a 

prudency review sooner than the next rate case if it appears that SSVEC is not acting prudently with 

respect to fuel purchases. SSVEC has agreed to file Written procurement policies as Staff 

recommended. 

Tariff Changes and Service Conditions and Miscellaneous 

The parties have agreed to SSVEC’s proposed Service Conditions proposed in the 

4pplication as modified by Staff, and as set forth in Exhibit A- 16 in this proceeding. These changes 

nclude the elimination of the construction allowance for line extensions. There was no opposition 

:xpressed in the proceeding to the elimination of the construction credit for line extensions. We note 

.hat the elimination of the credit is consistent with actions taken in connection with other utilities and 

with the concept that current ratepayers should not have to subsidize growth. 

Additionally, SSVEC should submit for Commission approval revised line extension policies 

vhich reflect: 

A Schedule of Charges 

0 

0 

A statement that quotes provided to customers will be itemized 

Procedures for refunding amounts to customers when additional customers connect to 

the line extension. 

With the exception of customer charges and the two service related fees, as discussed herein, 

3SVEC has agreed to Staffs revenue allocation and rate design, including Staffs recommended 

ime-of use rates. 119 

l9 SSVEC Opening Brief at IO. 
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Staff has accepted SSVEC’s proposed tariff changes, and SSVEC has agreed that in a future 

rate case filing, it will develop more detailed and conventional unbundled rates, which will not resuh 

in my incentive or disincentive for customers who want to choose competitive generation supplies.’” 

SSVEC has agreed with Staffs- recommendation that within 30 days of a Decision in thi: 

matter, SSVEC will file with the Commission a tariff describing its bill estimation methodologies.12* 

Sonoita Reliability Proiect 

The Sonoita area is currently served by a 360-mile three-phase feeder line. SSVEC presented 

widence that the Sonoita area is plagued by more outages than other areas in its service 

SSVEC states that it has been workmg hard toward a solution to bring quality, reliable power to the 

SonoitaElgiflatagonia communities. After years of study and analysis, the Cooperative states that 

It identified that the best solution to the problem is a new substation in Sonoita, with four shorter 

Feeders and upgrading the transmission to 69 kV {the “Project”). SSVEC claims that it considered 

:omunity input in its decision and that its proposed route balances basic aspects of business 

xactices and cost analysis. SSVEC determined that the final route should follow the existing 

:asement along the San Ignacio Del Babocamri Land Grant (“SDB”)- According to SSVEC, the 

XDB easement and affifiated easements to the original substation property have been on record for 

wer 25 years.’23 

The evidence presented in the hearing indicates that the Sonoita area has had a 10-year 

werage of 270 hours of outages per year because of the unreliability of the existing line. Mr. Huber 

estified for the Cooperative that he believed the community would continue to be plagued by outages 

f SSVEC does not move forward soon with the Project. He expressed concerns for the elderly and 

or businesses in the area. Mr. Huber testified that investing in renewable energy in the local area 

vi11 not solve the problem as the problem is one of capacity and reliability. He also testified that the 

i9 kV line is not the reason the Cooperative filed the rate case. lZ4 

SSVEC believes that the option it chose for the 69 kV line is the only viable option, and it 

2o Ex S-S Musgrove Direct at Executive Summary, 7 2; Ex A-8, Hedrick Rebuttal at 1-2. ’* Ex S-S Musgrove Direct at 12-13; Ex A-8 at 1-2. 
” Tr. at 70, Ex A-4. 
’3 Id. 
l4 Tr. at 70-71; 90 - 108; Ex A-4. 
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vlaims that it will do everything that it can to mitigate the impacts. SSVEC notes that the 

Commission does not have jurisdiction over the siting of this line pursuant to A.R.S. 540-360, et 

~eq. ’ ’~  SSVEC claims that further delay in the Project will increase its cost and prolong the risk of 

mtages in the area. SSVEC believes that further delay could lead to the imposition of a moratorium 

in new hookups in the area as the existing line is at capacity. 

Staff reviewed the Project. SSVEC notes that Staff testified that (1) SSVEC has evaluated 

iumerous options for the Project and the Project will improve reliability in the affected area; (ii) 

3SVEC has communicated with its members in the area in a31 attempt to clarify that the primary issue 

.elated to the Project is reliability and the quality of service; and (iii) SSVEC should continue to 

ipgrade its 69 kV sub-transmission and distribution system to improve system performance and 

eliability. 126 

Members from the SonoitdElginPatagonia area want the Cooperative to consider whether 

enewable distributed generation located in the area would eliminate the need for the new line. Some 

if the commenters in opposition to the line do not believe that the Cooperative has studied all 

easonabie alternatives. 127 They complain the Cooperative did not provide them with sufficient detail 

,f the cost estimates to allow evaluation of the Cooperative’s claims h u t  the project. They dispute 

Jooperative claims that the existing line is at capacity. Some suggest the Cooperative should work 

vith the community to reduce consumption especially during peak load, or that the Cooperative 

,hould double circuit the existing line. They question the Cooperative’s projections on growth and 

uture demand, claiming they are inflated, and that official growth projections predict growth less 

han 2.3 percent per year (282 people) for the next five years, and they argue that the addition of a 1 

UlW renewable energy plant every five years would cover increasing dernand.lZ8 

z5 SSVEC Opening Brief at ’54. 
26 Ex S-5 Bahl Direct at 7; 19 and 20. 
27 E.g. see comments of Jeanne Horseman, filed May 6, 2009. See also comments of Gail Gertzwiller docketed 
)ecember 8, and December 31, 2008. On January 15, 2009 a Petition seeking an alternative route for the 69 kV line 
igned by 60 individuals was docketed. The Commission received at least 20 written comments concerning the Sonoita 
LeIiability Project, and six comments opposing the rate increase and one in favor of the increase. Over 30 additional 
ndividuals appeared at the February 11,2009 Public Comment meeting in Sierra Vista, many to speak about the Sonoita 
h e ,  but others speaking about SSVEC’s importance to the commWaity or about the effect of higher rates. For additional 
’ublic Comment, see also Transcript of the April 21,2009 hearing at 7-42. ’’ Horseman Comments at 4. 
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The Cooperative estimates that the Sonoita Reliability Project will cost $13.5 million, and that 

the cost will increase over time.‘” The current estimate is higher than the cost originally provided to 

members because the project has been modified to require a slightly longer line and because costs 

have increased with the passage of time.’3o Members in the Iocal conlnlunity have argued that having 

additional distributed generation in the local area would alleviate the need for the line upgrade. The 

Cooperative asserts, however, that the problem is one of capacity, and even with additional local 

generation, the line would need to be upgraded in order for the power to reach users.131 The 

Cooperative asserts that because the existing line is at capacity, and Et times exceeds capacity, the 

=ea is subject to blinking during periods of high dernand.l3’ The Cooperative claims that it receives 

illxnerous complaints from residents and businesses in the area about the blackouts, and suggests that 

bese interests have been patient for a long time while the Cooperative works on a solution.’33 

EXEC states that breaking the line into smaller feeders will help reliability because a problem on 

me portion of the line will not affect the entire area. 134 

The evidence indicates that the planned upgrade of the existing 360 mile three phase feeder to 

I 69 kV line, with a new substation and four smaller feeders, will address the capacity issues and 

mprove system reliability in the Sonoita area. The upgrade will not prevent local efforts to install 

.enewable generation sources, but would enable the generation to be utilized by providing a 

ransrnission path. 

The Commission’s Line Siting Committee does not have jurisdiction over the siting of the 

xoposed 69 kV and the Commission does not design utility infrastructure. However, the 

:ommission does have authority to ensure that the Cooperative is providing safe and reIiabIe service. 

The Cooperative is responsible for designing and operating a safe and reliable system for all of its 

nembers. The Cooperative submitted evidence that the line is currently at capacity. 

To allow substandard service is not in the public interest. SSVEC’s management beIieves that 

Tr. at 101-03. 
Tr. at 103. 
Tr. at 98. ’’ Tr. at 92-93. 

33 Tr. at 302-303. ’‘ Tr. at 93. 
35 A.R.S. $40-360 et al. 

29 

30 

3 1  
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the Sonoita Reliability Project is required for it to provide safe and reliable sewice to the Sonoita 

area. Ultimately, the Cooperative is responsible for the quality of service for all of its members, and 

must make informed decisions on how to meet its obligation. The information presented in the course 

af  this proceeding supports the Cooperative’s position. The Cooperative has explored alternative 

configurations for the project and has selected the project as presented as the best balance between 

cost and impact on the community. Staff testified that the Project would improve reliability in the 

m a .  

However, we are concerned that once constructed, the project will permanently change the 

mdscape for the impacted communities and the mmer in which electric service is provided to the 

Jooperative’s customers. We need to ensure that the goals of some in the local communities who 

vant more investment in renewable generation to mitigate the need far the project have been fully 

:onsidered by the Cooperative. We believe a feasibility study prepared on behalf of the Cooperative 

~y an independent third party is necessary for further analysis and consideration of the issues 

]resented, prior to proceeding with construction of the project. Therefore, we shall require the 

Zooperathe to docket a feasibility study on the project and possible alternatives and hold public 

omns in the impacted communities. The public forums shall include an opportunity for community 

nernbers’ discussion on the feasibility study, including alternatives prior to construction of the 

iroject. At the conclusion of the public fonuns the Cooperative shall docket a report and minutes 

i-om the public forums. 

We will require the Cooperative to file a report setting out a proposed plan for the public 

o m s  including the manner it intends to provide notice and the dates and times as well as topics to 

)e addressed at the public forums. The topics shall include, but not be limited to, addressing how 

menewable energy generation (in particular distributed generation) could be incorporated into the 

;eneration plans to serve the area covered by the planned 69kV line and associated upgrades. We 

will also require SSVEC to file, by July 31, 2010, a report discussing the outcome of this public 

jrocess and also discussing how the Cooperative plans to incorporate the reasonable and effective 

enewable energy proposals resulting from the public forums. 
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* * * * * * * * * 8 

Having considered the entire record herein and being fully advised in the premises, the 

Commission finds, concludes, and orders that: 

FINDINGS OP FACT 

1. 

increase. 

2. 

3. 

On June 30, 2008, SSVEC filed with the Commission an application for a rate 

On J d y  18,2008, SSVEC filed Revisions to its Application. 

On July 30, 2008, Staff notified the Cooperative that its application was sufficient 

under the requirements outlined in A.A.C. R14-2-103, and classified the Cooperative as a Class A 

utility. 

4. By Procedural Order dated August 18, 2008, a procedural schedule was established 

and the matter was set for hearing to commence an April 21,2009. 

5. On November 12, 2008, SSVEC filed a Notice of Filing Afidavits of Mailing and 

Publication, indicating that Public Notice of the Hearing was mailed to its mernberdcustomers 

between September 26, 2008, and October 24, 2008, and was published in the Sierra Vista 

Yerald/Bisbae Dai& Review on October 16, 2008, and in the Weekly Bulletin, the San Pedro ValZey 

Vews-Sun, and the Arizona Range News on October 15,2OO8. 

6. On January 6, 2009, Staff filed a Request for Extension of Time to File the Direct 

restimony of Jerry Mendl concerning purchased power procurement. SSVEC did not object, and the 

;chedule for filing testimony was revised by Procedural Order dated January 6,2009. 

7. In response to comments received from customers, the Commission determined that 

here was sufficient interest in the rate case and the potentially related matter of a new 69 kV 

ransmission line in the Sonoita area that a Public Comment meeting in the local community was 

warranted. By Procedural Order dated February 5, 2009, the Commission scheduled a Public 

Zomment meeting to be beId in Sierra Vista, Arizona on February 1 1,2009. 

8. On February 10, 2009, SSVEC filed Notice of Compliance with Publication and 

gotice of the February 1 I ,  2009, Public Comment Meeting. SSVEC made arrangements for the 

iievra Vista Heraid/Bisbee Daily Review, the Weekly Bulletin, the Sapl Pedro Valley News-Sun, and 
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the Arizona Range News to publish Notice of the Public Comment prior to February 1 I ,  2009, and 

posted the Notice in the Community Events section of its website as well as in all SSVEC offices and 

operations facilities open to the public, and delivered copies to the Willcox library, post office and 

City Hall. Additionally, SSVEC stated an article discussing the Public Comment meeting appeared 

in the February 6, 2009, Sierru Vista Heruld. 

9. On February 21, 2009, the Commission held a Public Comnent meeting in Sierra 

Vista. 

10. On March 12, 2009, Staff filed a Motion for Extension of Time to File Surrebuttal 

Testimony of William Musgrove concerning rate design. 

11. On March 18, 2009, SSVEC filed a Response to Staffs Motion. SSVEC did not 

oppose the request but sought assurances that other witnesses’ testimony would be filed as scheduled 

and Staff would attempt to provide an electronic version of Mr. Musgrove’s testimony when ready. 

12. 

13. 

By Procedural Order dated March 19,2009, Staffs Motion was granted. 

The hearing convened as scheduled before a duly authorized Administrative Law 

Judge on April 21, 2009, at the Commission’s offices in Tucson, Arizona, and continued through 

April 23, 2009. Creden Huber, David Hedrick, David Brian and John Blair testified for SSVEC. 

reny Mendl, William Musgrove, Crystal Brown, Julie McNeely-Khn and Steve Irvine testified for 

Staff. The parties stipulated to the admission of the pre-filed testimony of Rebecca Payne for the 

Cooperative and Prem Bahl for Staff. 

14. SSVEC and Staff filed Opening Briefs on May 22, 2009, and Reply Briefs on June 9, 

2009. Attached to Staffs Opening Brief was the Supplemental Testimony of Steve Irvine concerning 

Staffs review and recommendations on SSVEC’s proposed new DSM programs. 

15. On April 23, 2009, Commissioner Stump filed a letter in the docket requesting 

information from the Cooperative about the impact of the elimination of the credit of $1,740 for 

residential line extensions. 

16. On April 24, 2009, Commissioner Newman filed a letter in the docket requested 

ldditional information about the Line Extension Policy. 

17. On May 13, 2009, SSVEC filed Responses to Commissioner Stump and 
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Commissioner Newman. 

18. On June 16, 2009, Staff filed Responses to Commissioner Stump and Commissioner 

Newman. 

19. SSVEC is an Arizona member-owned non-profit m a l  electric distribution cooperative 

headquartered in Willcox, Arizona. The Cooperative is a Class A public service corporation that 

provides electric distribution service to approximately 5 1,000 membershstomers located in most of 

Cochise County and portions of Santa Cruz, Pima and Graham Counties. 

20. 

21. 

SSVEC is a Class A member of AEPCO, a generation cooperative. 

On January 1, 2008, SSVEC converted its membership in AEPCO ftom an All 

Requirements Member to a Partial Requirements Member pursuant to Commission Decision No. 

70105 (December 21,2007). 

22. The Cooperative’s current rates were established in Decision No. 58358 (July 23, 

1 993). 

23. 

same as its OCRB. 

24. 

As discussed herein, SSVEC’s FVRB is d e t a i n e d  to be $132,866,202, which is the 

In the Test Year ended December 31, 2007, SSVEC had adjusted total revenues of 

E92,825,28 1. 

25. As discussed herein, we find that in the Test Year, SSVEC’s allowable Operating 

3xpenses total $85,105,08 1, resulting in Operating Income of $7,720,200, a 5.8 1 percent return on 

VRB, a Net Income of $1,281,605, a TIER of 1.17 and DSC of 1.42. 

26. SSVEC sought a revenue increase of $9,862,959, or 10.63 percent, from $92,825,281 

o $102,688,240. Based on our allowed Test Year Expenses, the Cooperative’s proposal would 

iroduce Operating Income of $17,583,159, for a 13.23 percent rate of return on FVRB, and yield Net 

ncome of $1 1,144,564, an operating TIER of 2.67, and DSC of 2.32. 

27. The Cooperative based its requested increase primarily on a goal to increase its equity 

o 30 percent of total capital by approximately 2016, and to meet the TIER and DSC requirements of 

ts lender. 

28. Staff recommended a revenue increase of $7,595,316, or 8.18 percent, from 
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$92,825,28 1 to $I 00,420,597. Staffs recommendation would produce Operating Income ol 

$15,365,515, for an 11.56 percent rate of return on FVRB, yield Net Income of $8,926,940, a TIER 

of 2.34 and DSC of 2.12. 

29. At the end of 2008, SSVEC’s equity was 25.2 percent of total capitalization and was 

xojected to fall to approximately 23 percent of total capitalization in 2009.1’6 

30. The goal of increasing SSVEC’s equity to 30 percent of total capitalization by 

Tpproximately 2016 is reasonable. 

3 1. 

32. 

The evidence supports the Staffs projection for equity growth. 

Total revenues of $100,430,597 will aIIow the Cooperative to meet its lender’s 

-equired financial ratios and achieve a 30 percent equity ratio in a reasonable period of time. This 

’evenue level is m increase of $ 7 , 6 ~ , 3 1 6  ur 8.19 percent, over Test Year revenues; resulting in an 

I1.53 percent return on FVRB, which is reasonable under the circumstances of this case. 

33. It is reasonable that until the Cooperative reaches total equity level of at least 30 

Iercent of total capitalization, that it should not return capital credits greater than 25 percent of its 

qet Income in any year. Furthermore, until its next rate case, on May 1’’ of each year, the 

Zooperative should file an annual update of its equity projections, which should include an 

:xplanation of all assumptions and any deviations from the prior year’s projections. 

34. The Staff‘s proposed increase to customer charges is reasonable, and should be 

idopted. 

35. 

36, 

37. 

The Staffs proposed Service Charges are reasonable and should be adopted. 

It is reasonable to establish the base cost of power for SSVEC at $0.072127 per kwh. 

Based on the revenue requirement approved herein, the average residential customer 

with usage of 728 kWh per month, would see a monthly increase of approximately $8.00, or 

rpproximately 9.0 percent, from $148.78 to approximately $96.82. 

38. Staffs recommendations concerning DSM projects, the DSM adjustor and the REST 

LS set forth herein and in the testimony of Steve Imine are reasonable, and should be adopted. 

36 Ex A-27. 
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39. 

40. 

It is fair and reasonable to set the initial DSM adjustor at $0.00088 per kWh. 

Based on usage of 728 kwh per month, the average residential customer would see a 

charge of $0.64 per month attributable to DSM programs. 

41. Staffs recommendations concerning the WFPCA as discussed herein are reasonable 

and should be adopted, except that DSM costs for 2008 and any prior years that are included in the 

WPFCA should not count toward the under-collected bank balance for determining when SSVEC 

nust file for an increase in the WPFCA. 

42. It is appropriate that kture modifications to DSM programs and adjustments to the 

DSM adjustor shaIl be addressed by a %ture application in a separate docket, aid SSVEC may make 

more than one application to re-set its DSM adjustor if the Cooperative believes it is necessary for the 

imely recovery of DSM program expenses. 

43. It is reasonable that SSVEC be required to implement h e 1  procurement policies and to 

file its policies with Docket Control as a compliance item in this docket within a year of this 

Decision. 

44. It is reasonable to defer a determination whether a ke l  procurement prudency review 

s reasonable and necessary under the circumstances existing at the time of SSVEC’s next rate case, 

aking into account the cooperative ownership structure. 

45, SSVEC’s proposed Service Conditions, as modified by Staff, and as set forth in 

%hibit A-16 to this proceeding, are reasonable and should be adopted. 

46. Staffs recommended TOU rate design (which does not include on-peak hours on 

weekends), is reasonable. 

47, It is reasonable that in its next rate case filing, SSVEC shall file more detailed and 

:onventional unbundled rates, which will not result in any incentive or disincentive for customers 

vho want to choose competitive generation supplies. 

48. Staffs recommendation that within 30 days of a Decision in this matter, SSVEC shall 

ile with the Commission a tariff describing its bill estimation methodologies is reasonable. 

CONCLUSIONS OF LAW 

1. SSVEC is a public service corporation pursuant to Article XV of the Arizona 
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1 Constitution and A.R.S. $5 40-250 and 40-251. 

2. The Commission has jurisdiction over SSVEC and the subject matter of the 

application. 

3. 

4. 

Notice of the proceeding was provided in conformance with law. 

The rates, charges, approvals and conditions of service approved herein are just and 

reasonable and in the public interest. 

5. It is in the public interest to approve SSVEC's DSM programs as conditioned by 

Staff's recommendations in the Supplemental Testimony of Steven Irvine. 

ORDER 

IT IS THEREFORE ORDERED that Sulphur Springs Valley Electric Cooperative, hc. is 

hereby authorized and directed to file with the Commission, on or before August 31, 2009, revised 

schedules of rates and charges consistent with the discussion herein and a proof of revenues showing 

that, based on the adjusted test year level of sales, the revised rates will produce no more than the 

' authorized increase in gross revenues. 

IT IS FURTHER ORDERED that the revised schedules of rates and charges shall be effective 

8 

9 

for all service rendered on and after September 1,2009. 

i IT IS FURTHER ORDERED that Sulphur Springs Valley Electric Cooperative, h c .  shall 
I 
I notify its customers of the revised schedules of rates and charges authorized herein by means of an 

insert, in a form acceptable to Staff? included in its next regularly scheduled billing. 
1 

IT IS FURTHER ORDERED that as long as its equity capital is less than 30 percent of total 
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capitalization, Sulphur Springs Valley Electric Cooperative, hc. shall not return any capital credits 

that total more than 25 percent of its Net Income/Net Margin in any given year. 

IT IS FURTHER ORDERED that until its next rate case, on May 1 of each year, Sulphur 

Springs Valley Electric Cooperative, Inc. shall file an update of its equity projections, which report 

shouId include an explanation of all assumptions and any deviation from the prior year's projections. 

IT IS FURTHER ORDERED that Sulphur Springs Valley Electric Cooperative, hc.  shall 

recover the costs of Commission-approved DSM programs though a DSM Adjustment Tariff as 

recommended by Staff in this proceeding. 
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IT IS FURTHER ORDERED that Commission-approved DSM costs should be assessed to aL 

Sulphur Springs Valley Electric Cooperative, Inc. electric customers as a clearly labeled single line 

item per kWh charge on the customer bills. 

IT IS FURTHEK ORDERED that future modifications to DSM programs and adjustments ta 

the DSM adjustor shall be addressed by a hture application in a separate docket, and Sulphur Springs 

Valley Electric Cooperative, Inc. may make more than one application to reset its DSM adjustor il 

the Cooperative believes it is necessary for the timely recovery of DSM program expenses 

1T IS FURTHER ORDERED that Sulphur Springs Valley EIectric Cooperative, Inc. shall file 

its report on DSM program expenses semi-mually on March I,  for the period July through 

December, and September 1, for the period January through June. 

IT IS FURTHER ORDERED that Sulphur Springs Valley Electric Cooperative, Inc. shall file 

he DSM program expense reports in Docket Control and shall redact any personal customer 

nformation, and that the DSM program expense reports shall include the following: (i] the number 

If measures installedhomes builtlparticipation levels; (ii) copies of marketing materials; (iii] 

xtirnated cost savings to participants; (iv) gas and electric savings as determined by the monitoring 

md evaluation process; (v) estimated environmental savings; (vi) the tctal amount of the program 

ludget spent during the previous six months and, in the end of year report, during the calendar year; 

vii) the amount spent since the inception of the program; (viii) any significant impacts on program 

:ost-effectiveness; (ix) descriptions of any problems and proposed solutions, including movements of 

unding from one program to another; and (x) any major changes, including termination of the 

rrogram . 
IT IS FURTmR ORDERED that Sulphur Springs Valley Electric Cooperative, Inc. should 

ile its new proposed DSM adjustor rate with Docket Control by March lSt of each year, and that such 

iling be considered and adjudicated by the Commission in Open Meeting. 

IT IS FURTHER ORDERED that Sulphur Springs ValIey Electric Cooperative, Inc.’s DSM 

djustor rate shall be reset by Commission Order annually on June 1 of each year, and that the per 

Wh rate shall be based upon currently projected DSM costs for that year (the year for which the 

alculation is being made) adjusted by the previous year’s over- or under-collection, divided by 
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projected retail sales (kwh) for that same year. 

IT IS FWRTHER ORDERED that Sulphur Springs Valley Electric Cooperative, Inc.’s new 

DSM adjustor rate shall become effective as directed by Commission Order. 

IT IS FURTHER ORDERED that Sulphur Springs Valley Electric Cooperative, Inc.’s Energp 

Efficient Water Heater Rebate program, is hereby approved, as modified by Staffs recommendations 

in this proceeding. 

IT IS FURTHER ORDERED that Sulphur Springs Valley Electric Cooperative, Inc.’s 

Commercial and Industrial Energy Efficiency Improvement Loan program is approved as a pilot- 

program for a period of 16 months, and that following the 12th month of program operation, Sulphur 

Springs Valley Electric Cooperative, Inc. make a filing detailing its experience with the program and 

a recommendation regarding continuation of the program. 

IT IS FURTHER ORDERED that the proposed Energy Efficient New Home or Remodel 

Rebate program shall be denied, and Sulphur Springs Valley Electric Cooperative, Inc. shall 

Jiscontinue offering any incentive related to the replacement of any heating or cooling appliance 

ising an energy source other than electricity with an electric appliance in order to promote fuel 

;witching. 

IT IS FURTHER ORDERED that the Industrial Energy Efficient Improvement Loan program 

md Energy Efficient Improvement Loan Program shall be modified to be interest free. 

IT IS FURTHER ORDERED that Sulphur Springs Valley Electric Cooperative, Inc.’s initial 

DSM adjustor rate is $0.00088 per kwh, until further Order of the Commission. 

IT IS FURTHER ORDERED that the prudently incurred costs associated with approved DSM 

Drogrms, for the years 2008 and earlier, that have been factored into the WPFCA account balance 

shall remain in the WPFCA account balance. 

IT IS FURTHER ORDERED that Sulphur Springs Valley Electric Cooperative, Inc. shall 

recover the costs of its Renewable Energy Standard Tariff by means of an REST Adjustor 

Mechanism and shall file with the Commission a REST tariff with conforming changes within 30 

jays of the effective date of this Decision. 

IT IS FURTHER ORDERED that Sulphur Springs Valley Electric Cooperative, Inc. shall 
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recover the costs of its purchased fuel and power used to provide sewice to its members in a 

Wholesale Power and Fuel Cost Adjustor mechanism, such adjustor to operate as discussed herein 

and in Staffs testimony, and which may only be increased upon Order of the Commission, but which 

my be decreased by Sulphur Springs Valley Electric Cooperative, Inc. without Commission Order. 

IT IS FURTHER ORDERED that Sulphur Springs Valley Electric Cooperative, Inc. as a 

natter of compliance, shall docket by October 30, 2009, a report setting forth the manner and dates 

ts shall conduct public forums in the communities served by the planned 69kV line and associated 

Ipgrades. This report shall also discuss the topics to be addressed at the public forums and the topics 

;hall include, but not be limited to, addressing how renewable energy generation (in particular 

listributed generation) could be incorporated into the generation plans to serve the area covered by 

he planned 69kV line and associated upgrades. 

IT IS FURTHER ORDERED that by July 30, 2010, Sulphur Springs Valley Electric 

Zooperative, Inc., as a matter of compliance, shall docket a report discussing the outcome of the 

iublic forums and also discussing how it plans to incorporate the reasonable and effective renewable 

:nergy proposals resulting from the public forums. 

IT IS FURTHER ORDERED that Sulphur Springs Valley Electric Cooperative, Inc. as a 

natter compliance, shall docket by December 31, 2009, a feasibility study prepared by an 

ndependent third p d y  that includes alternatives (including use of distributed renewable energy) that 

odd  mitigate the need for construction of Sulphur Springs Valley Electric Cooperative, Inc.’s 

rroposed 69kV project. The feasibility study shall be available for discussion in public forums 

.onducted by the Sulphur Springs Valley Electric Cooperative, hc. in the impacted communities. A 

eport and minutes fiom these public forums shall be docketed by Sulphur Springs ValIey Electric 

:ooperative, Inc. no later than July 30,2010. 

IT IS FURTHER ORDERED that Sulphur Springs Valley Electric Cooperative, tnc. shall not 

ommence construction of the referenced 69kV line until the public has had an opportunity to review 

nd comment on the report and untiI firrther Order of the Commission. 

IT IS FURTHER ORDERED that the Service Conditions, as set forth in Exhibit A-16 to this 

roceeding are hereby approved. 
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IT IS FURTHER ORDERE!D that within a year of the effective date of this Decision, Sulphur 

Springs Valley Electric Cooperative, hit. shall file in this Docket, as a compliance item, its written 

fuel procurement policies as recommended by Staff. 

IT IS FURTHER ORDERED that within 30 days of the effective date of this Decision, 

sulphur Springs Valley Electric Cooperative, Inc. shall file far approval of a tariff describing its bill 

:stirnation methodology. 

IT IS FURTHER ORDERED that Sulphur Springs Valley Electric Cooperative, Lnc. shall file 

-evised line extension policies within 60 days of the effective date of the Order, for Commission 

ipproval which reflect a Schedule of Charges, a statement that quotes provided to customers will be 

temized and procedures for refunding amounts to customers when additional customers connect to 

he line extension. 

IT IS FURTHER ORDERED that Sulphur Springs Valley Electric Cooperative, Inc., shall file 

n this docket one year fiom the effective date of this Decision, and annually thereafter, a report 

letailing the total number of Residential TOU ratepayers and the cost savings or losses experienced 

)y the participants in the Residential TOU plan. If, after two years from the effective date of this 

>ecision, less thw, 10 percent of the eligible ratepayers are participating in Sulphur Springs VaIley 

3ectric Cooperative Inc.’s Residential TOU plan, we will require Sulphur Springs Valley Electric 

Zooperative, Inc. to file a plan for Commission approval, to increase participation in the Residential 

rou plan to at least 10 percent. 
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IT IS FURTHER ORDERED that in its next rate case, Sulphur Springs Valley Electric 

Cooperative, Inc. shall file detailed and conventional unbundled rates that do not provide incentive or 

disincentive for customers who want to choose competitive generation. 

IT IS FURTHER ORDERED that this Decision shall become effective immediately. 

BY ORDER OF THE ARIZONA CORPORATION COMMISSION. 

IN WITNESS WHEREOF, I, ERNEST G. JOHNSON, 
Executive Director of the Arizona Corporation Commission, 
have hereunto set my hand and caused the official seal of the 
Commission to be affixed at the Capitol, in the City of 
Phoenix, this day of -&#. ,2009. 

DISSE 

IISSENT \ ,) 
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SERVICE LIST FOR 

DOCKET NO.: 

SULPHUR SPRINGS VALLEY ELECTRIC 
COOPERATIVE, INC. 

E-01 575A-08-0328 

Bradley-S. Carroll 
Jeffrey W. Crockett 
SNELL & WILMER LLP 
One Arizona Center 
400 East Van Buren 
Phoenix, Arizona 85004-2202 
Attorneys for SSVEC 

Janice Alward, Chief Counsel 
Legal Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, Arizona 85007 

Ernest Johnson, Director 
Utilities Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, Arizona 85007 
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Q. Does Staff have any concerns about utilizing the WPCA mechanism to adjust for 

power costs that differ from the base cost? 

Yes. Large changes to the WPCA mechanism make the cost of power less predictable for 

customers, and may result in rate shocks. Staff recommendations for managing the 

adjustor to limit unpredictability are discussed in the next section, on the Wholesale Power 

Cost Adjustment mechanism. 

A. 

WHOLESALE POWER COST ADJUSTMENT (“WPCA”) MECHANISM 

Q. 
A. 

Q. 

A. 

Q. 
A. 

What is the WPCA mechanism? 

The WPCA mechanism is a purchased power adjustor that uses charges or credits to 

compensate for the difference between the base cost of power and the actuaI cost of 

wholesale power. A bank balance tracks a utility’s over-collections and under-collections 

for the cost of power and transmission. The SSVEC WPCA mechanism is adjusted 

periodically to reduce large positive or large negative balances, returning over-collections 

to ratepayers, or increasing the WPCA charge to pay down under-collections. Interest is 

not applied to either over- or under-collected balances. 

Does SSVEC have the authority to manage its bank balance by changing the WPCA 

rate? 

Yes. SSVEC currently has the authority to change the WPCA rate without Commission 

approval. 

Please describe SSVEC’s recent use of the WPCA mechanism. 

From January 2006 through September 2008 the SSVEC adjustor has ranged from minus 

$0.00100 per kWh (which returned an over-collected bank balance to ratepayers) to the 
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November 2006 $0.00881 to $0.01 106 $1,002,969 under-collected 
February 2007 $0.01 106 to $0.01606 $1,919,641 under-collected 
April 2007 $0.01606 to $0.01975 $1,03 1,412 under-collected 
January 2008 $0.01975 to $0.00805 $1,585,042 over-collected 
May 2008 $0.00805 to $0.01975 $48 1,288 under-collected 
August 200 8 $0.01975 to $0.04000 $4,305,485 under-collected 
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current adjustor rate of $0.04000, which adds four cents per kwh over the current base 

cost of $0.05897. Please see the table below for additional details: 

Table 2: Changes to the WPCA Rate 4/06-8/08 

Q. 
A. 

Date of change I Adjustment frodto I Bank Balance' 
April 2006 I ($0.00100) to $0.00881 I $403,637 under-collected 

Describe the impact of changes to the WPCA mechanism on the bank baIance. 

From December 2007 through July 2008 the unit cost of purchased power, per kWh, was 

higher than the cost per kWh being collected from customers, despite a May increase from 

$0.00805 to $0.01975 in the WPCA rate. For example, in July 2008, the unit cost of 

purchased power per kwh was $0.09279, while the total rate being collected from 

customers was $0.07872. (This amount includes the current base cost of power of 

$0.05897 per kwh and $0.01975 collected through the WPCA mechanism.) With 

collections from customers below actual costs, by July 2008 the under-collected bank 

balance had risen to $4,305,485.48, as indicated above. (Compare this to the July 2007 

bank balance of $17,340.05; however, $502,414.36, or 11.67%, of the $4,305,485.48 

balance in July 2008 arose from approved DSM charges added to the bank balance in July 

2008). 

When the WPCA surcharge was increased from $0.01975 to $0.4000 in August 2008, this 

increased the total rate collected from customers per kwh to $0.09897, while the unit cost 

of purchased power per kWh was $0.089761; with collections now exceeding the unit cost 

~~ 

' Balance cited in Table 2 in for the beginning of the month in which the WPCA rate was changed. 
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of purchased power, SSVEC began to reduce its large under-collection. As of October 

2008 SSVEC’s under-collected bank balance had decreased to $1,055,935.96. 

Exhibit 1, attached to this testimony, reflects the recent history of the bank balance and its 

increasing volatility since January 2008. 

Q. 

A. 

Q. 
A. 

Q* 

A. 

What has been the impact of recent increases to the WPCA rate on SSVEC 

customers? 

With an increase from $0.00805 to $0.01975 in April, and an increase from $0.01975 to 

$0.04000 in August, SSVEC customers experienced a total $0.03195 increase to their per 

kwh cost between April and August 2008. 

How would this impact an average residential customer’s bill? 

Average usage in August was 873 kwh for Residential customers. (40,441 Residential 

customers using a total of 35,319,400 kwh.) The total $0.03195 increase would add 

$27.90 to an average August bill for Residential customers. 

The $0.01975 to $0.0400 increase in August accounted for $17.69 of the $27.90. August 

is a peak usage month, which magnifies the impact of a higher WPCA, but also reduces an 

under-collected bank balance more rapidly. 

Is Staff proposing any changes to the way in which SSVEC manages its WPCA 

mechanism? 

Yes. Since January 2008, when SSVEC became a partial requirements member, the 

Cooperative’s energy costs have been more volatile. The greater volatility impacts the 

bank balance and, consequently, the WPCA rate. In order to manage the WPCA rate, 
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Staff recommends that, in the future, SSVEC submit proposed increases to the WPCA rate 

to the Commission for approval. Submitting proposed increases for approval would 

ensure that impacts to the Cooperative’s customers are regulated. 

Staff does not recommend that SSVEC be required to seek approval for decreases to its 

WPCA rate. 

Q- 

A. 

Is Staff proposing any other changes to the way in which SSVEC manages its WPCA 

mechanism? 

Yes. Staff is recommending that set thresholds be established to trigger changes in the 

WPCA mechanism rate for both over- and under-collected bank balances. 

With respect to under-collected bank balances, SSVEC must file an application to increase 

the WPCA rate either when the bank balance reaches the threshold for under-collected 

balances for two consecutive months, or when it reasonably anticipates that the threshold 

will be reached within six months and would continue at or above the threshold for two or 

more consecutive months. 

With respect to over-collections, SSVEC may return over-collected bank balances to its 

customers at any time, except it must use the WPCA mechanism to return over-collections 

once the threshold is reached and remains over the threshold for two consecutive months. 
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Q. 

A. 

Q* 
A. 

Q. 
A. 

What are the benefits of SSVEC establishing set thresholds for its WPCA 

mechanism? 

With respect to under-collections, a set threshold would limit the size of any negative bank 

balance that could accumulate. This would have the effect of limiting increases to the 

WPCA mechanism, thereby limiting rate shocks to the customers. 

With respect to over-collections, a set threshold would ensure that positive bank balances 

would be returned to customers in a timely and predictable fashion. 

Another advantage to set thresholds is that a written, established policy concerning 

thresholds makes the functioning of the WPCA mechanism more transparent and 

predictable. 

What thresholds is Staff proposing for the WPCA mechanism? 

Staff recommends a $2 million threshold for under-collections and a $1 million threshold 

for over-collections. 

How were these thresholds determined? 

The $2 million limit on under-collections is designed to keep increases to the WPCA 

mechanism low enough to limit rate shocks, while the $1 million limit on over-collections 

places a reasonable limit on how much SSVEC can owe each Residential customer before 

it begins to refimd an over-collection. Both thresholds are calculated based on how much 

an individual Residential customer would owe, or be owed, for that single customer’s 

“share” of the bank balance. At $2 million, a Residential customer’s share of an under- 

collected bank balance would be approximately $40, while at $1 million the average 

SSVEC customer’s share of an over-collection would be approximately $20. 
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Q. 

A. 

Q- 
A. 

Q. 

A. 

What public interest is served by requiring SSVEC to seek Commission approval for 

increases to its adjustor, or for imposing thresholds on SSVEC’s adjustor bank 

balances? 

The Arizona Corporation Commission has the authority, and the obligation, to set fair, 

just, and reasonable rates for Arizona utility ratepayers, whether the utility providing 

service is investor-owned or a cooperative. This rate-setting includes regulating the ways 

in which purchased power or fuel costs are passed on to customers, because the structure 

of these pass-throughs have an impact on ratepayers. In this case, particularly given 

SSVEC’s recent transition to partial requirements status, it is in the public interest to 

regulate the manner in which costs are passed through the WPCA mechanism, because 

doing so protects SSVEC’s members from rate shocks. It is aIso in the public interest to 

establish thresholds; thresholds provide an additional limit on rate shocks, and ensure that 

the bank balance is maintained at a reasonable level, even with SSVEC’s greater exposure 

to fluctuating market costs as a partial requirements member. 

Is the Cooperative proposing any changes that would affect the WPCA? 

Yes. The Cooperative is proposing to include a pass-through of fuel costs that may arise if 

SSVEC were to have its own generating units. 

Does the inclusion of FERC Account 555 in the WCPA mechanism presume the 

prudency of those fuel costs? 

No. To the extent that SSVEC were to own and operate its own generation, the fuel costs 

would likely be includable for pass-though; however, in no way should that be construed 

as a determination of prudency regarding those fuel costs. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Why is the Cooperative proposing this change to the WPCA? 

Prior to January 2008 AEPCO supplied SSVEC with all its power under a full 

requirements contract. In January 2008 SSVEC became a partial requirements member of 

AEPCO, meaning that some portion of SSVEC's future power supply may come from 

owned generation sources, which require fuel, or through purchased power agreements, 

where additional transmission costs would be incurred. The Cooperative has proposed 

that the WPCA mechanism be revised to allow these costs to be recovered. 

Does Staff agree with this proposed change? 

Yes. It is logical for the costs associated with both acquiring and generating power to be 

recovered through the same adjustor mechanism. One benefit is that it clarifies the overall 

cost of power. Another benefit is that the adjustor mechanism can be modified to limit 

rate shocks to customers arising from the volatility of power costs. (Through, for 

example, the use of bank balance thresholds. See Staff's additional testimony on this 

subject, above.) 

What cost components does SSVEC propose to include in its WPCA? 

The FERC Accounts SSVEC proposes to include in its WPCA mechanism consist of the 

following: 

0 

0 

0 

0 

0 

0 

0 

Steam Power Generation - Operation, FERC Accounts 500-507; 

Steam Power Generation - Maintenance, FERC Accounts 510-514; 

Nuclear Power Generation -- Operation, FERC Accounts 5 17-525; 

Nuclear Power Generation -- Maintenance, FERC Accounts 528-532; 

Hydraulic Power Generation -- Operations, FERC Accounts 535-540; 

Hydraulic power Generation -- Maintenance, FERC Accounts 541-545; 

Other Power Generation - Operation, FERC Accounts 546-550; 
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0 

0 

Other Power Generation - Maintenance, FERC Accounts 55 1-554; and 

Purchased Power, FERC Accounts 555-557. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Does Staff agree with the list of FERC accounts SSVEC proposes to include in its 

revised WPCA mechanism? 

No. SSVEC’s proposed list of FERC accounts is overbroad and includes costs that do not 

belong in a power and fuel adjustor, such as maintenance and rent costs. 

What cost components should be included in the WPCA mechanism? 

The SSVEC power and fuel adjustor should include costs directly related to the purchase, 

generation or transmission of power. These include the following FERC Accounts: 501 

(fuel costs for steam power generation, less legal fees, less fixed fuel costs except for gas 

reservation), 5 18 (fuel costs for nuclear power generation, less Independent Spent Fuel 

Storage Installation (“ISFI”) regulatory amortization), 547 (fuel costs for other power 

generation), 555 (purchased power costs - demand and energy), and 565 (transmission of 

electricity by others, both firm and non-firm). Power supply costs directly assignable to 

special contract customers would not be included in the calculation. 

Why does Staff include wheeling costs from FERC Account 565? 

With respect to FERC Account 565, both firm and non-firm wheeling costs are related to 

the transmission of power to SSVEC for resale. As such, these costs are appropriate for 

recovery through the power and fuel adjustor mechanism. In addition, if only non-firm 

wheeling costs were included in the adjustor, the manner of cost recovery (more 

immediate through an adjustor) could influence the type of contract negotiated, when the 

only consideration in selecting and negotiating contracts should be the best deal for 

ratepayers. 
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Q. 
A. 

Q. 

A. 

Q. 
A. 

Q* 
A. 

Should capital or legal costs go through the SSVEC WPCA mechanism? 

No, and SSVEC has stated that capital costs would not be recovered through the revised 

adjustor mechanism. (Response to JKM 6.4) Legal costs are another example of costs 

that should not go through the WPCA, as these are not appropriate for a power and fuel 

adjustor. 

Is Staff recommending any changes to the WPCA mechanism, if it is revised to 

provide for recovery of owned-generation fuel and costs related to purchased power 

contracts? 

Yes. Staff recommends that the name of the Wholesale Power Cost Adjustment 

mechanism be changed to the “Wholesale Power and Fuel Cost Adjustment (“WPFCA”)” 

mechanism. The new name would be more descriptive of the types of costs recovered 

through the revised adjustor. 

Has the Cooperative proposed any other changes that would affect the WPCA? 

Yes. SSVEC’s DSM costs are currently recovered through the Cooperative’s WPCA 

mechanism. SSVEC proposes to move recovery of its DSM costs out of the WPCA, and 

to create a new DSM adjustment mechanism to recover a portion of its DSM costs. 

(Please see Staff Witness Steve Imine’s testimony regarding SSVEC’s proposal to roll a 

portion of Test Year DSM costs into base rates.) 

Is Staff opposed to moving DSM costs out of SSVEC’s WPCA mechanism? 

No. Staff concurs that DSM funding should be moved out of the WPCA mechanism and 

into a separate adjustor specifically designated to recover DSM costs. To include DSM 

funding in the WPCA mechanism obscures both the cost of power and the cost of DSM. 



. .  

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Direct Testimony of Julie McNeely-Kinvan 
Docket No. E-01575A-08-0328 
Page 14 

Separate adjustors provide specific accountings for both elements, making the actual cost 

of each as clear as possible for ratepayers. 

Q. 

A. 

Are there any Staff recommendations with respect to reporting on SSVEC’s fuel 

adjustor reports? 

Yes. Staff recommends that an SSVEC officer sign off on SSVEC’s WPFCA reports. 

This process is the same as Commission requirements for other entities in other rate cases. 

An SSVEC officer should certify that all information provided in SSVEC’s purchased 

power and WPFCA reports is true and accurate to the best of his or her information and 

belief. 

SERVICE CONDITIONS 

Q. 
A. 

Q. 
A. 

Has SSVEC revised its Service Conditions as part of the current rate case? 

Yes. SSVEC states that most of its changes were intended to clarie the Service 

Conditions, make them consistent, ensure compliance with Commission rules and 

incorporate changes in technology since the last rate case. The major proposed change 

eliminates the construction allowance for line extensions for all classes. 

Does Staff agree with elimination of the construction allowance for line extensions? 

Yes. SSVEC reports that costs associated with growth have “increased dramatically” in 

recent years. Eliminating free footage would reduce SSVEC’s costs associated with 

growth, reduce the need for future rate increases and reduce the debt SSVEC incurs to 

provide service. 
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